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Minutes of Federal Open Market
Committee Meetings

The policy actions of the Federal Operexecute transactions for the System
Market Committee, contained in theOpen Market Account. In the area of
minutes of its meetings, are presented idomestic open market activities, the
the ANnuaL ReporT Of the Board of Federal Reserve Bank of New York
Governors pursuant to the requirementsperates under two sets of instructions
of section 10 of the Federal Reservdrom the Federal Open Market Commit-
Act. That section provides that thetee: an Authorization for Domestic Open
Board shall keep a complete record oMarket Operations and a Domestic Pol-
the actions taken by the Board and bycy Directive. (A new Domestic Policy
the Federal Open Market Committee orDirective is adopted at each regularly
all questions of policy relating to openscheduled meeting.) In the foreign
market operations, that it shall recordcurrency area, the Committee operates
therein the votes taken in connectiorunder an Authorization for Foreign Cur-
with the determination of open marketrency Operations, a Foreign Currency
policies and the reasons underlying eacBirective, and Procedural Instructions
such action, and that it shall include inwith Respect to Foreign Currency
its annual report to the Congress a fulDperations. These policy instruments
account of such actions. are shown below in the form in which

The minutes of the meetings contairthey were in effect at the beginning of
the votes on the policy decisions madd996. Changes in the instruments during
at those meetings as well as'sualeof the year are reported in the records for
the discussions that led to the decisionghe individual meetings.
The summary descriptions of economic
and financial conditions are based on thz o :
information that was available to the/Uthorization for Domestic Open
Committee at the time of the meetingsV1arket Operations
e ™ 2 &Y MY P, Efrect January 1, 1096

Members of the Committee voting for1. The Federal Open Market Committee
a particular action may differ amongauthorizes and directs the Federal Reserve
themselves as to the reasons for thefpank of New York, to the extent necessary

votes; in such cases, the range of thef Carry out the most recent domestic policy
' ' directive adopted at a meeting of the

views is noted in the minutes. Whencgmmittee:
members dissent from a decision, they
are identified in the minutes along with (a) To buy or sell U.S. Government

a summary of the reasons for theiisecurities, including securities of the Federal
dissent. Financing Bank, and securities that are direct

; ; ; obligations of, or fully guaranteed as to
Policy directives of the Federal Openprincipal and interest by, any agency of the

Market Committee are issued to the Fedgjteq States in the open market, from or to
eral Reserve Bank of New York as thesecurities dealers and foreign and inter-
Bank selected by the Committee tonational accounts maintained at the Federal
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Reserve Bank of New York, on a cash, reguapplying reasonable limitations on the vol-
lar, or deferred delivery basis, for the Systenume of agreements with individual dealers;
Open Market Account at market prices, andprovided that in the event Government secu-
for such Account, to exchange maturing U.Srities or agency issues covered by any such
Government and Federal agency securitiegagreement are not repurchased by the dealer
with the Treasury or the individual agenciespursuant to the agreement or a renewal
or to allow them to mature without replace-thereof, they shall be sold in the market or
ment; provided that the aggregate amount dfansferred to the System Open Market
U.S. Government and Federal agency securAccount; and provided further that in the
ties held in such Account (including forward event bankers acceptances covered by any
commitments) at the close of business on theuch agreement are not repurchased by the
day of a meeting of the Committee at whichseller, they shall continue to be held by the
action is taken with respect to a domestid-ederal Reserve Bank or shall be sold in
policy directive shall not be increased orthe open market.
decreased by more than $8.0 billion during
the period commencing with the opening of 2. In order to ensure the effective conduct
business on the day following such meetingf open market operations, the Federal Open
and ending with the close of business on thélarket Committee authorizes and directs the
day of the next such meeting; Federal Reserve Banks to lend U.S. Govern-
ment securities held in the System Open
(b) When appropriate, to buy or sell in Market Account to Government securities
the open market, from or to acceptance deabealers and to banks participating in Govern-
ers and foreign accounts maintained at thenent securities clearing arrangements con-
Federal Reserve Bank of New York, on aducted through a Federal Reserve Bank,
cash, regular, or deferred delivery basis, founder such instructions as the Committee
the account of the Federal Reserve Bank afay specify from time to time.
New York at market discount rates, prime
bankers acceptances with maturities of up to 3. In order to ensure the effective conduct
nine months at the time of acceptance thadf open market operations, while assisting in
(1) arise out of the current shipment of goodshe provision of short-term investments for
between countries or within the Unitedforeign and international accounts main-
States, or (2) arise out of the storage withirtained at the Federal Reserve Bank of
the United States of goods under contract oNew York, the Federal Open Market Com-
sale or expected to move into the channels ahittee authorizes and directs the Federal
trade within a reasonable time and that ar®eserve Bank of New York (a) for System
secured throughout their life by a warehous®pen Market Account, to sell U.S. Govern-
receipt or similar document conveying tittement securities to such foreign and inter-
to the underlying goods; provided that thenational accounts on the bases set forth in
aggregate amount of bankers acceptancesragraph 1(a) under agreements providing
held at any one time shall not exceedor the resale by such accounts of those
$100 million; securities within 15 calendar days on terms
comparable to those available on such trans-
(c) To buy U.S. Government securities,actions in the market; and (b) for New York
obligations that are direct obligations of, orBank account, when appropriate, to under-
fully guaranteed as to principal and interestake with dealers, subject to the conditions
by, any agency of the United States, andmposed on purchases and sales of securities
prime bankers acceptances of the typem paragraph 1(c), repurchase agreements in
authorized for purchase under 1(b) abovel).S. Government and agency securities, and
from dealers for the account of the Federato arrange corresponding sale and repurchase
Reserve Bank of New York under agree-agreements between its own account and
ments for repurchase of such securities, obliforeign and international accounts main-
gations, or acceptances in 15 calendar dayained at the Bank. Transactions undertaken
or less, at rates that, unless otherwisavith such accounts under the provisions of
expressly authorized by the Committee, shalthis paragraph may provide for a service fee
be determined by competitive bidding, afterwhen appropriate.
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Domestic Policy Directive year that it had set for growth of total domes-
tic nonfinancial debt. The Committee raised
the 1995 range for M3 to 2 to 6 percent as a
In Effect January 1, 1996 technical adjustment to take account of

The information reviewed at this meetingchanging intermediation patterns. For 1996,
suggests a substantial slowing in the exparthe Committee established on a tentative
sion of economic activity after a strong gainbasis the same ranges as in 1995 for growth
in the third quarter. Nonfarm payroll employ- Of the monetary aggregates and debt, mea-
ment increased further in November, but thgured from the fourth quarter of 1995 to the
civilian unemployment rate edged up tofourth quarter of 1996. The behawor of the
5.6 percent. Industrial production was litlemonetary aggregates will continue to be
changed on average over October an@valuated in the light of progress toward
November after a moderate rise in the thirdorice level stability, movements in their
quarter. Total nominal retail sales rose somevelocities, and developments in the economy
what on balance over October and Novemand financial markets. ,
ber. Housing starts were down in October In the implementation of policy for the
after a large increase in the third quarterimmediate future, the Committee seeks to
However, orders for nondefense capitadecrease slightly the existing degree of pres-
goods point to substantial expansion ofure on reserve positions. In the context of
spending on business equipment in the nedhe Committee’s long-run objectives for
term, and nonresidential construction hagrice stability and sustainable economic
risen appreciably further. Wage trends hav@rowth, and giving careful consideration to
been stable and consumer prices have ris@¢onomic, financial, and monetary devel-
relatively slowly on average in recentopments, slightly greater reserve restraint
months. or slightly lesser reserve restraint would
Most market interest rates have declinedpé acceptable in the intermeeting period.
slightly since the Committee meeting onThe contemplated reserve conditions are
November 15. In foreign exchange marketsgxpected to be consistent with moderate
the trade-weighted value of the dollar ingrowth in M2 and M3 over coming months.
terms of the other G-10 currencies has risen
slightly on balance over the intermeeting ) . .
period. Authorization for Foreign
The substantial moderation in the growthCurrency Operations
of M2 and M3 since midsummer continued
in November; however, for the year through
November, M2 expanded at a rate in theIn Effect ‘]anuary 1, 1996
upper half of its range for 1995 and M3 grew1 The Federal Open Market Committee
at a rate at the upper end of its range. Growthythorizes and directs the Federal Reserve
in total domestic nonfinancial debt hasBank of New York, for System Open Market
slowed somewhat in recent months but folccount, to the extent necessary to carry out
the year to date remains around the midpoirthe Committee’s foreign currency directive
of its monitoring range. _and express authorizations by the Committee
The Federal Open Market Committeepursuant thereto, and in conformity with
seeks monetary and financial conditions thaguch procedural instructions as the Commit-
will foster price stability and promote sus-tee may issue from time to time:
tainable growth in output. In furtherance of A. To purchase and sell the following
these objectives, the Committee at its meefforeign currencies in the form of cable trans-
ing in July reaffirmed the range it had estabfers through spot or forward transactions on
lished on January 31-February 1 for growttthe open market at home and abroad, includ-
of M2 of 1 to 5 percent, measured from theing transactions with the U.S. Treasury, with
fourth quarter of 1994 to the fourth quarterthe U.S. Exchange Stabilization Fund estab-
of 1995. The Committee also retained thdished by Section 10 of the Gold Reserve
monitoring range of 3 to 7 percent for theAct of 1934, with foreign monetary authori-
- ties, with the Bank for International Settle-
1. Adopted by the Committee at its meeting onments, and with other international financial
December 19, 1995. institutions:
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Austrian schillings
Belgian francs
Canadian dollars
Danish kroner

Amount
(millions of
dollars equivalent)

Foreign bank

Pounds sterling Austrian National Bank . . . . 250
French francs National Bank of Belgium 1,000
German marks Bank of Canada .2,000
Italian lire National Bank of Denmark .. 250
Japanese ven Bank of England............ . ....3,000
pa Y Bankof France...............c.coviiiininnn. 2,000
Mexican pesos German Federal Bank....................... 6,000
Netherlands guilders Bankof ltaly...........cooiiiiieeiin... 3,000
Norwegian kroner Bank of Japan.................. 5,000
Swedish kronor Bag'é oflxexmo 2000
: gular . ... Rk
Swiss francs SPECIal. - 3.000
Netherlands Bank ....................cooeue 500
Bank of Norway ...........ooovviniiiinannnnns 250
B. To hold balances of, and to haveBankofSweden. .. ... 300
. . Swiss National Bank. ........................ 4,000
outstanding forward contracts to receive OBank for International Settlements
to deliver, the foreign currencies listed in Dollars against Swiss francs................ 600

Dollars against authorized European

aragraph A above.
P grap currencies other than Swiss francs. . ... 1,250

C. To draw foreign currencies and to
permit foreign banks to draw dollars under

the reciprocal currency arrangements Iisteg\ . -

in paragraph 2 below, provided that draw/nY changes in the terms of existing swap
ings by either party to any such arrangemerfif’angements, and the proposed terms of any
shall be fully liquidated within 12 months N€W arrangements that may be authorized,
after any amount outstanding at that timeshall be referred for review and approval to
was first drawn, unless the Committee!n® Commitiee.

because of exceptional circumstances, spe-

cifically authorizes a delay. 3. All transactions in foreign currencies

undertaken under paragraph 1(A) above
D. To maintain an overall open posi- shall, unless otherwise expressly authorized
tion in all foreign currencies not exceedingby the Committee, be at prevailing market
$25.0 billion. For this purpose, the overallrates. For the purpose of providing an invest-
open position in all foreign currencies isment return on System holdings of foreign
defined as the sum (disregarding signs) ofurrencies, or for the purpose of adjusting
net positions in individual currencies. Theinterest rates paid or received in connection
net position in a single foreign currency iswith swap drawings, transactions with for-
defined as holdings of balances in that cureign central banks may be undertaken at
rency, plus outstanding contracts for futurenon-market exchange rates.
receipt, minus outstanding contracts for
future delivery of that currency, i.e., as the 4. It shall be the normal practice to
sum of these elements with due regard tarrange with foreign central banks for the
sign. coordination of foreign currency transac-
tions. In making operating arrangements
2. The Federal Open Market Committeewith foreign central banks on System hold-
directs the Federal Reserve Bank of Newngs of foreign currencies, the Federal
York to maintain reciprocal currency Reserve Bank of New York shall not commit
arrangements (“swap” arrangements) for thatself to maintain any specific balance, unless
System Open Market Account for periods upauthorized by the Federal Open Market
to a maximum of 12 months with the follow- Committee. Any agreements or understand-
ing foreign banks, which are among thoséngs concerning the administration of the
designated by the Board of Governors of theccounts maintained by the Federal Reserve
Federal Reserve System under Section 214Bank of New York with the foreign banks
of Regulation N, Relations with Foreign designated by the Board of Governors under
Banks and Bankers, and with the approval ofection 214.5 of Regulation N shall be
the Committee to renew such arrangementeferred for review and approval to the
on maturity: Committee.
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5. Foreign currency holdings shall beMonetary and Financial Policies.

invested insofar as practicable, considering

needs for minimum working balances. Such 8. Staff officers of the Committee are

investments shall be in liquid form, andauthorized to transmit pertinent informa-

generally have no more than 12 monthsion on System foreign currency operations

remaining to maturity. When appropriate into appropriate officials of the Treasury

connection with arrangements to provideDepartment.

investment facilities for foreign currency

holdings, U.S. Government securities may be 9. All Federal Reserve Banks shall par-

purchased from foreign central banks undeficipate in the foreign currency operations

agreements for repurchase of such securitigsr System Account in accordance with para-

within 30 calendar days. graph 3 G(1) of the Board of Governors’
Statement of Procedure with Respect to For-

6. All operations undertaken pursuant tGsign Relationships of Federal Reserve Banks
the preceding paragraphs shall be reporteghted January 1, 1944.

promptly to the Foreign Currency Sub-

committee and the Committee. The Foreign

Currency Subcommittee consists of the

Chairman and Vice Chairman of the Com-Foreign Currency Directive

mittee, the Vice Chairman of the Board of

Governors, and such other member of th

Board as the Chairman may designate (or iin Effect January 1, 1996

the absence of members of the Board servin ) ) ) )
on the Subcommittee, other Board Memberg- System operations in foreign currencies
designated by the Chairman as alternateghall generally be directed at countering dis-
and in the absence of the Vice Chairman oprderly market conditions, provided that
the Committee, his alternate). Meetings offarket exchange rates for the U.S. dollar
the Subcommittee shall be called at thdeflect actions and behavior consistent with
request of any member, or at the request dhe IMF Article IV, Section 1.

the Manager, System Open Market Account ) .

(“Manager”), for the purposes of reviewing 2. To achieve this end the System shall:
recent or contemplated operations and of

consulting with the Manager on other mat-chas'g'S gﬁgiglaekseofsf%?éiaﬁgxgr:’narg pur-
ters relating to his responsibilities. At the 9 ge.
request of any member of the Subcommittee,  B. Maintain  reciprocal  currency
questions arising from such reviews and cong‘swap”) arrangements with selected for-
sultations shall be referred for determinatiorejgn central banks and with the Bank for
to the Federal Open Market Committee. International Settlements.

7. The Chairman is authorized: C. Cooperate in other respects with
central banks of other countries and with
A. With the approval of the Commit- international monetary institutions.
tee, to enter into any needed agreement or
understanding with the Secretary of the Trea- 3. Transactions may also be undertaken:
sury about the division of responsibility for

foreign currency operations between the Sys-, A To adjust System balances in light
tem and the Treasury: of probable future needs for currencies.

B. To provide means for meeting Sys-
B. To keep the Secretary of the Treatem gng Trgasury commitments in pa?ticzlar
sury fully advised concerning System for-¢rrencies, and to facilitate operations of the
eign currency operations, and to consult W'”Exchange Stabilization Fund.
the Secretary on policy matters relating to
foreign currency operations; C. For such other purposes as may be
expressly authorized by the Committee.
C. From time to time, to transmit
appropriate reports and information to the 4. System foreign currency operations
National Advisory Council on International shall be conducted:
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A. In close and continuous consulta-change in the System’s net position in that
tion and cooperation with the United Statesurrency might be less than the limits speci-
Treasury; fied in 1.B.

B. In cooperation, as appropriate, with D. Any swap drawing proposed by a
foreign monetary authorities; and foreign bank not exceeding the larger of

. . . (i) $200 million or (ii) 15 percent of the size
C. In a manner consistent with the 0b|l-(()% ?ﬁe swap arrang(e)mentp.)

gations of the United States in the Interna-
tional Monetary Fund regarding exchange

arrangements under the IMF Atrticle IV. 2. The Manager shall clear with the Com-

mittee (or with the Subcommittee, if the
Subcommittee believes that consultation
with the full Committee is not feasible in the

Procedural Instructions with time available, or with the Chairman, if the

Respect to Foreign Currency Chairman believes that consultation with the

Operations Subcommittee is not feasible in the time
available):

In Effect January 1, 1996 A. Any operation that would resultin a

change in the System’s overall open position

In conducting operations pursuant to thdn foreign currencies exceeding $1.5 billion
authorization and direction of the FederaBSince the most recent regular meeting of the
Open Market Committee as set forth in theCommittee.

Authorization for Foreign Currency Opera- B. Any swap drawing proposed by a

tions and the Foreign Currency Directive,forei " .
gn bank exceeding the larger of (i) $200
the Federal Reserve Bank of New Yorl('million or (i) 15 percent of the size of the

through the Manager, System Open Marke

Account (“Manager”), shall be guided by éwap arrangement.
the following procedural understandings
with respect to consultations and cIearanchn

. . : Subcommittee or the Chairman about
with the Committee, the Foreign Currenc e .
Subcommittee, and the Chai?man of thﬁ)roposed swap drawings by the System, and

Committee. All operations undertaken pursuf'j‘boUt any operations that are not of a routine

ant to such clearances shall be reporte&haracrer'
promptly to the Committee.

3. The Manager shall also consult with

1. The Manager shall clear with the sup-Meeting Held on
committee (or with the Chairman, if the January 30-31, 1996
Chairman believes that consultation with the .
Subcommittee is not feasible in the time”A Meeting of the Federal Open Market
available): Committee was held in the offices of

A. Any operation that would result in a the Board of Governors of the Federal

change in the System'’s overall open positiofR€S€rve System in Washington, D.C.,
in foreign currencies exceeding $300 millionStarting on Tuesday, January 30, 1996,
on any day or $600 million since the mostat 2;30 p.m. and continuing on Wednes-
recent regular meeting of the Committee.  day, January 31, 1996, at 9:00 a.m.

B. Any operation that would result in a
change on any day in the System’s net posfresent: .
tion in a single foreign currency exceeding M. Greenspan, Chairman
$150 million, or $300 million when the Mr. McDonough, Vice Chairman
operation is associated with repayment of ~ Mr. Boehne

swap drawings. m; ic;ﬁ?e?n

C. Any operation that might generate a Mr. Lindsey
substantial volume of trading in a particular Mr. McTeer
currency by the System, even though the  Ms. Phillips
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Mr. Stern Mr. Beebe, Ms. Browne, Messrs. Davis,
Ms. Yellen Dewald, Goodfriend, and Hunter,
Senior Vice Presidents, Federal

Messrs. Broaddus, Guynn, Moskow, Reserve Banks of San Francisco,

and Parry, Alternate Members Boston, Kansas City, St. Louis,

of the Federal Open Market Richmond, and Chicago

Committee respectively

Mses. Krieger and Rosenbaum,

Messrs. Hoenig, Melzer, and Vice Presidents, Federal Reserve

Ms. Minehan, Presidents of the Banks of New York and Atlanta

Federal Reserve Banks of respectively

Kansas City, St. Louis, and Boston

respectively In the agenda for this meeting, it was
Mr. Kohn, Secretary and Economist reported tr_]at advices of the election of
Mr. Bernard, Deputy Secretary the fO”OWIng members and alternate
Mr. Coyne, Assistant Secretary members of the Federal Open Market
Mr. Gillum, Assistant Secretary Committee for the period commenc-
Mr. Mattingly, General Counsel ing January 1, 1996, and ending Decem-

Mr. Prell, Economist

Mr. Truman, Economist ber 31, 1996, had been received and that

the named individuals had executed
Messrs. Lang, Lindsey, Mishkin, their oaths of office.
Promisel, Rolnick, Rosenblum, The elected members and alternate

Siegman, Simpson, Sniderman,  members were as follows:
and Stockton, Associate

Economists . .
William J. McDonough, President of the

Mr. Fisher, Manager, System Open Federal Reserve Bank of New York,
Market Account with Ernest T. Patrikis, First Vice Presi-

dent of the Federal Reserve Bank of
; ; New York, as alternate;

Mr. Vg;fr;ir;é%s]:sgsgg?é 'g\?lgrfbggsargbard Edward G. Boehne, President of the Federal
of Governors ' Reserve Bank of Philadelphia, with

Mr. Ettin, Deputy Director, Division of J. Alfred Broaddus, Jr., President of the
Research and Statistics, Board of Federal Reserve Bank of Richmond, as
Governors alternate; .

Mr. Madigan, Associate Director, Jerry L. Jordan, President of the Fed-
Division of Monetary Affairs, eral Reserve Bank of Cleveland, with
Board of Governors Michael H. Moskow, President of the

Mr. Slifman, Associate Director, Federal Reserve Bank of Chicago, as
Division of Research and alternate;

Statistics. Board of Governors Robert D. McTeer, President of the Fed-
Mr. Rosine2 Senior Economist, eral Reserve Bank of Dallas, with

Division of Research and Jack Guynn, President of the Federal
Statistics. Board of Governors Reserve Bank of Atlanta, as alternate;
Mr. Reid? Ecdnomist, Division of Gary H. Stern, Presiden_t of the_ Fed_eral
Monetary Affairs, Board of Reserve Bank of Minneapolis, with
Governors Robert T. Parry, President of th_e Fed-
Ms. Low, Open Market Secretariat eral Reserve Bank of San Francisco, as
Assistant, Division of Monetary alternate.

Affairs, Board of Governors
—2 Atended borti " i ating to th By unanimous vote, the following
. endaed portions of meeting relating to the -
Committee’s review of the economic outlook andomcers. of the Federal Open MarkeF
establishment of its monetary and debt ranges fd=0MmMittee were elected to serve until
1996. the election of their successors at the
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first meeting of the Committee after By unanimous vote, the Authori-
December 31, 1996, with the underzation for Domestic Open Market
standing that in the event of the disconOperations  shown  below was
tinuance of their official connection with reaffirmed.

the Board of Governors or with a Fed-
eral Reserve Bank, they would cease t
have any official connection with the
Federal Open Market Committee:

Authorization for Domestic Open
Market Operations

Reaffirmed January 30, 1996

1. The Federal Open Market Committee
authorizes and directs the Federal Reserve

Alan Greenspan Chairman
William J. McDonough  Vice Chairman

Donald L. Kohn SecllrE(etary and Bank of New York, to the extent necessary
d q congmlst to carry out the most recent domestic pol-
Normand R.V. Bernard  Deputy Secretary joy directive adopted at a meeting of the
Joseph R. Coyne Assistant Committee:
Garv P. Gill A Secretary (@) To buy or sell U.S. Government
ary . Giflum ssistant securities, including securities of the Federal
Secretary

Financing Bank, and securities that are direct
obligations of, or fully guaranteed as to
principal and interest by, any agency of the
United States in the open market, from or to
securities dealers and foreign and interna-
tional accounts maintained at the Federal
Reserve Bank of New York, on a cash, regu-
lar, or deferred delivery basis, for the System
' Open Market Account at market prices, and,
for such Account, to exchange maturing U.S.
Government and Federal agency securities
with the Treasury or the individual agencies
or to allow them to mature without replace-
ment; provided that the aggregate amount of
. U.S. Government and Federal agency securi-
By unanimous vote, the Federakies held in such Account (including forward
Reserve Bank of New York was selectedommitments) at the close of business on the
to execute transactions for the Systerflay of a meeting of the Committee at which
Open Market Account until the adjourn-aCt'on is taken with respect to a domestic

h - .. policy directive shall not be increased or
ment of the first meeting of the Commit- e creased by more than $8.0 billion during

tee after December 31, 1996. ~ the period commencing with the opening of

By unanimous vote, Peter R. Fisheibusiness on the day following such meeting
was selected to serve at the pleasur@nd ending with the close of business on the
of the Committee as Manager, Systend@ of the next such meeting;

(b) When appropriate, to buy or sell in
Open Market Account, on the under'the open market, from or to acceptance deal-

standing that his selection was subject t@rs and foreign accounts maintained at the
being satisfactory to the Federal ReservBederal Reserve Bank of New York, on a
Bank of New York. cash, regular, or deferred delivery basis, for
the account of the Federal Reserve Bank of

Secretary’s note: Adv|ce Subse_ New York at market di$Count r{:lt_es, pl’ime
quently was received that the selectiorﬁankers acceptances with maturities of up to

f Mr. Fish M .~ nine months at the time of acceptance that
of Mr. Fisher as Manager was saliS{1) arise out of the current shipment of goods

factory to the board of directors of thepetween countries or within the United
Federal Reserve Bank of New York.  States, or (2) arise out of the storage within

J. Virgil Mattingly, Jr. General Counsel
Thomas C. Baxter, Jr. Deputy General
Counsel
Michael J. Prell Economist
Edwin M. Truman Economist

Richard W. Lang, David E. Lindsey,
Frederic S. Mishkin, Larry J. Promisel
Arthur J. Rolnick, Harvey Rosenblum,
Charles J. Siegman, Thomas D.
Simpson, Mark S. Sniderman, and
David J. Stockton, Associate
Economists
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the United States of goods under contract ofational accounts on the bases set forth in
sale or expected to move into the channels gfaragraph I(a) under agreements providing
trade within a reasonable time and that aréor the resale by such accounts of those
secured throughout their life by a warehoussecurities within 15 calendar days on terms
receipt or similar document conveying titlecomparable to those available on such trans-
to the underlying goods; provided that theactions in the market; and (b) for New York
aggregate amount of bankers acceptanc&ank account, when appropriate, to under-
held at any one time shall not exceedake with dealers, subject to the conditions
$100 million; imposed on purchases and sales of securities
(c) To buy U.S. Government securities,in paragraph I(c), repurchase agreements in
obligations that are direct obligations of, orU.S. Government and agency securities, and
fully guaranteed as to principal and interesto arrange corresponding sale and repurchase
by, any agency of the United States, anégreements between its own account and
prime bankers acceptances of the typefreign and international accounts main-
authorized for purchase under I(b) abovetained at the Bank. Transactions undertaken
from dealers for the account of the FederaWith such accounts under the provisions of
Reserve Bank of New York under agree+his paragraph may provide for a service fee
ments for repurchase of such securities, oblwhen appropriate.
gations, or acceptances in 15 calendar days

or less, at rates that, unless otherwise ex- By ynanimous vote, the Authoriza-

pressly authorized by the Committee, shall; : ;
be determined by competitive bidding, after{'on for Foreign Currency Operations

applying reasonable limitations on the vol-Shown below was reaffirmed.

ume of agreements with individual dealers;

provided that in the event Government secu- o .

rities or agency issues covered by any sucAuthorization for Foreign Currency
agreement are not repurchased by the deal@perations

pursuant to the agreement or a renewal

thereof, they shall be sold in the market or, .

transferred to the System Open Markeﬁe""ﬁ'rmed January 30, 1996
Account; and provided further that in the
event bankers acceptances covered by a
such agreement are not repurchased by f
seller, they shall continue to be held by the
Federal Reserve Bank or shall be sold i,

the open market. nd express authorizations by the Committee

2. In order to ensure the effective ConducEursuant thereto, and in conformity with
of open market operations, the Federal Opeq;ch procedural instructions as the Commit-
Market Committee authorizes and directs thgg o may issue from time to time:

Federal Reserve Banks to lend U.S. Govern- A. To purchase and sell the following

ment securities held in the System OpeRyeign currencies in the form of cable trans-
Market Account to Government securiti€stgs through spot or forward transactions on
dealers and to banks participating in GOVyhe pen market at home and abroad, includ-
ernment securities clearing arrangementi yransactions with the U.S. Treasury, with
conducted through a Federal Reserve Banly,e 'S Exchange Stabilization Fund estab-
under such instructions as the Committegighed by Section 10 of the Gold Reserve Act

may specify from time to time. of 1934, with foreign monetary authorities,
3. In order to ensure the effective conduclith the Bank for International Settle-

of open market operations, while assisting ifyents and with other international financial
the provision of short-term investments for; i tions:

foreign and international accounts main-
tained at the Federal Reserve Bank of

1. The Federal Open Market Committee
MNthorizes and directs the Federal Reserve
nk of New York, for System Open Market
count, to the extent necessary to carry out
e Committee’s foreign currency directive

Austrian schillings Italian lire

New York, the Federal Open Market Com- Belgian francs Japanese yen
mittee authorizes and directs the Federal Canadian dollars Mesxican pesos
Reserve Bank of New York (a) for System  Danish kroner Netherlands guilders
Pounds sterling Norwegian kroner
Open Market Account, to sell U.S. Govern- Erench francs Swedish kronar

ment securities to such foreign and inter-  German marks Swiss francs
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B. To hold balances of, and to have Any changes in the terms of existing swap
outstanding forward contracts to receive oarrangements, and the proposed terms of any
to deliver, the foreign currencies listed innew arrangements that may be authorized,
paragraph A above. shall be referred for review and approval to

C. To draw foreign currencies and tothe Committee.
permit foreign banks to draw dollars under 3. All transactions in foreign currencies
the reciprocal currency arrangements listedndertaken under paragraph 1.A. above
in paragraph 2 below, provided that draw-shall, unless otherwise expressly authorized
ings by either party to any such arrangemertty the Committee, be at prevailing market
shall be fully liquidated within 12 months rates. For the purpose of providing an invest-
after any amount outstanding at that timement return on System holdings of foreign
was first drawn, unless the Committeecurrencies, or for the purpose of adjusting
because of exceptional circumstances, spéaterest rates paid or received in connection
cifically authorizes a delay. with swap drawings, transactions with for-

D. To maintain an overall open posi-eign central banks may be undertaken at
tion in all foreign currencies not exceedingnon-market exchange rates.
$25.0 billion. For this purpose, the overall 4. It shall be the normal practice to
open position in all foreign currencies isarrange with foreign central banks for the
defined as the sum (disregarding signs) ofoordination of foreign currency transac-
net positions in individual currencies. Thetions. In making operating arrangements
net position in a single foreign currency iswith foreign central banks on System hold-
defined as holdings of balances in that curings of foreign currencies, the Federal
rency, plus outstanding contracts for futureReserve Bank of New York shall not commit
receipt, minus outstanding contracts foiitself to maintain any specific balance, unless
future delivery of that currency, i.e., as theauthorized by the Federal Open Market
sum of these elements with due regard t€ommittee. Any agreements or understand-
sign. ings concerning the administration of the

2. The Federal Open Market Commit-accounts maintained by the Federal Reserve
tee directs the Federal Reserve Bank oBank of New York with the foreign banks
New York to maintain reciprocal currency designated by the Board of Governors
arrangements (“swap” arrangements) for theunder Section 214.5 of Regulation N shall
System Open Market Account for periods upbe referred for review and approval to the
to a maximum of 12 months with the follow- Committee.
ing foreign banks, which are among those 5. Foreign currency holdings shall be
designated by the Board of Governors of thénvested insofar as practicable, considering
Federal Reserve System under Section 214reeds for minimum working balances. Such
of Regulation N, Relations with Foreign investments shall be in liquid form, and gen-
Banks and Bankers, and with the approval oérally have no more than 12 months re-
the Committee to renew such arrangementsaining to maturity. When appropriate in

on maturity: connection with arrangements to provide
Amount Amount
Foreign bank (millions of Foreign bank (millions of
dollars equivalent) dollar equivalent)
Austrian National Bank.................... 250 BankofMexico ..............ciiiiii.n. 3,000t
National Bank of Belgium.................. 1,000 NetherlandsBank......................... 500
BankofCanada........................... 2,000 Bank of Norway. ..............c.coovuinne, 250
National Bank of Denmark ................ 250 BankofSweden................ ..ol 300
Bankof England........................o. 3,000 Swiss National Bank. ..................... 4,000
Bankof France...............cocovviinann 2,000 Bank for International Settlements:
German Federal Bank..................... 6,00 Dollars against Swiss francs............ 600
Bankofltaly ................coooiiin, 3,000 Dollars against authorized European
Bank of Japan.....................ooaan 5,000 currencies other than Swiss francs. 1,250

1. The additional temporary $3 billion swap arrange-uary 31, 1996, in line with its original terms. See minutes
ment with the Bank of Mexico, approved by the Commit- of the FOMC meeting of December 19, 1995.
tee on February 1, 1995, was allowed to lapse on Jan-
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investment facilities for foreign currency eign Relationships of Federal Reserve Banks
holdings, U.S. Government securities may belated January 1, 1944.

purchased from foreign central banks under

agreements for repurchase of such securities gy, ynanimous vote, the Foreign
within 30 calendar days. 6. All operations : . '

undertaken pursuant to the preceding par -urrency Directive shown below was
graphs shall be reported promptly to the Forf€affirmed.

eign Currency Subcommittee and the Com-

mittee. The Foreign Currency Subcommittee

consists of the Chairman and Vice Chairmar]: . . .

of the Committee, the Vice Chairman of theFOreign Currency Directive

Board of Governors, and such other member

of the Board as the Chairman may designat®eaffirmed January 30, 1996

(or in the absence of members of the Board '

serving on the Subcommittee, other Board 1. System operations in foreign curren-
members designated by the Chairman as aties shall generally be directed at countering
ternates, and in the absence of the Viceisorderly market conditions, provided that
Chairman of the Committee, his alternate)market exchange rates for the U.S. dollar
Meetings of the Subcommittee shall bereflect actions and behavior consistent with
called at the request of any member, or at thehe IMF Article 1V, Section 1.

request of the Manager, System Open Mar- 2. To achieve this end the System shall:
ket Account (“Manager”), for the purposes A. Undertake spot and forward pur-
of reviewing recent or contemplated operachases and sales of foreign exchange.

tions and of consulting with the Manager on B. Maintain  reciprocal  currency
other matters relating to his responsibilities(“swap”) arrangements with selected for-
At the request of any member of the Subeign central banks and with the Bank for
committee, questions arising from suchinternational Settlements.

reviews and consultations shall be referred  C. Cooperate in other respects with
for determination to the Federal Open Marcentral banks of other countries and with

ket Committee. _ _ international monetary institutions.
7. The Chairman is authorized: _ 3. Transactions may also be undertaken:
A. With the approval of the Commit- A. To adjust System balances in light

tee, to enter into any needed agreement @f probable future needs for currencies.
understanding with the Secretary of the Trea- ~ B. To provide means for meeting Sys-
sury about the division of responsibility for tem and Treasury commitments in particular
foreign currency operations between the Syseurrencies, and to facilitate operations of the
tem and the Treasury; Exchange Stabilization Fund.
B. To keep the Secretary of the Trea-  C. For such other purposes as may be
sury fully advised concerning System for-expressly authorized by the Committee.
eign currency operations, and to consult with 4. System foreign currency operations
the Secretary on policy matters relating toshall be conducted:
foreign currency operations; A. In close and continuous consulta-
C. From time to time, to transmit tion and cooperation with the United States
appropriate reports and information to theTreasury;
National Advisory Council on International B. In cooperation, as appropriate, with
Monetary and Financial Policies. foreign monetary authorities; and
8. Staff officers of the Committee are C. In a manner consistent with the obli-
authorized to transmit pertinent informa-gations of the United States in the Interna-
tion on System foreign currency operationsional Monetary Fund regarding exchange
to appropriate officials of the Treasuryarrangements under the IMF Article IV.
Department.
9. All Federal Reserve Banks shall par- By unanimous vote, the Procedural
ticipate in the foreign currency operations . h -
for System Account in accordance with para/nStructions with Respect to Foreign
graph 3 G(1) of the Board of Governors’ Currency Operations shown below were

Statement of Procedure with Respect to Forreaffirmed.
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Procedural Instructions with A. Any operation that would resultin a

Respect to Foreign Currency change in the System’s overall open position

Operations in foreign currencies exceeding $1.5 billion
since the most recent regular meeting of the
Committee.

Reaffirmed January 30, 1996 B. Any swap drawing proposed by a

foreign bank exceeding the larger of

In conducting operations pursuant to thdi) $200 million or (ii) 15 percent of the
authorization and direction of the Federasize of the swap arrangement. )
Open Market Committee as set forth in the 3. The Manager shall also consult with
Authorization for Foreign Currency Opera_the Subcommittee or the Chairman about
tions and the Foreign Currency Directive,Proposed swap drawings by the System and
the Federal Reserve Bank of New yOrk’about any operations that are not of a routine
through the Manager, System Open Markegharacter.
Account (“Manager”), shall be guided by
the following procedural understandings “ "
with respect to consultations and clearance@dreement to Warehouse
with the Committee, the Foreign CurrencyForeign Currencies
Subcommittee, and the Chairman of the . .
Committee. All operations undertaken pursut its meeting on January 31-February
ant to such clearances shall be reported, 1995, the Committee had approved an
promptly to the Committee. _ increase from $5 billion to $20 billion

1. The Manager shall clear with the Sub4n the amount of eligible foreign curren-
cc;]mmntteeb(clgr W'thth”;e Challtrrrtl.an, 'fthtr,:ﬁ cies that the System was prepared to
Chairman believes that consultation with the; »
Subcommittee is not feasible in the time warehouse fo_r_ the_ Treasury and the
available): Exchange Stabilization Fund (ESF). The

A. Any operation that would result in a purpose of the warehousing facility,
change in the System’s overall open positionhich has been in place for many
in foreign currencies exceeding $300 millionyears, is to supplement the U.S. dollar
on any day or $600 million since the mostyogq rces of the Treasury and the ESF
recent regular meeting of the Committee. . . .

B. Any operation that would result in afor f',nanc'ng purCha_SeS of fprelgn cur-
change on any day in the System’s net postencies and related international opera-
tion in a single foreign currency exceedingtions. The enlargement of the warehous-
$150 million, or $300 million when the ing agreement was intended to facilitate
operation is associated with repayment of) S, participation in the Multilateral

swap drawings. . : e,
C. Any operation that might generate a'Program to Restore Financial Stability

substantial volume of trading in a particular’l . M€xico, announced by President
currency by the System, even though th&linton on January 31, 1995, by ware-
change in the System’s net position in thahousing up to $20 billion in German
currency might be less than the limits specimarks and Japanese yen held by the
fied in 1;Eriy swap drawing proposed by Treasury through the ESF. The Com-
foreign bank not exceeding the larger ofmIttee had agreed that 't.WO.L"d review
(i) $200 million or (ii) 15 percent of the each year the need to m_alnt_aln j[hIS level
size of the swap arrangement. of Warehousmg authorlty n |Ight of
2. The Manager shall clear with the Com-the progress and requirements of the
mittee (or with the Subcommittee, if the program.
Subcommittee believes that consultation The Treasury and the Exchange Sta-

with the full Committee is not feasible in the |.:j:_ .+:
time available, or with the Chairman, if the bilization Fund had made no use of the

Chairman believes that consultation with thevarehousing facility over the past year.
Subcommittee is not feasible in the timeNevertheless, consistent with Federal

available): Reserve support for the program of
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assistance to Mexico, the member&ets. He indicated that the swap line
agreed that it was appropriate to postdrawing by the Bank of Mexico had
pone consideration of an adjustment ibeen repaid in full on January 29, 1996.
the overall size of the facility at leastThe Committee ratified that transaction
until the end of the disbursement phaséy unanimous vote.
of the Mexican program currently The Manager also reported on recent
scheduled for August 1996. Accord-developments in domestic financial
ingly, the Committee reaffirmed themarkets and on System open market
warehousing authority by unanimoustransactions in U.S. government securi-
vote. ties and federal agency obligations
By unanimous vote, the Program forduring the period December 19, 1995,
Security of FOMC Information was through January 30, 1996. By unani-
amended to conform it to the treatmenmous vote, the Committee ratified these
of transcripts of FOMC meetings andtransactions.
the procedures that the Committee had The Committee then turned to a dis-
been following for some time in regardcussion of the economic and financial
to redactions of confidential informationoutlook, the ranges for the growth of
in transcripts and other documents thamoney and debt in 1996, and the imple-
are released to the public after fivementation of monetary policy over the
years. In addition, the Committee agreeihtermeeting period ahead. A summary
to amend the program so that the autosf the economic and financial informa-
matic extension of Federal Reserve stafion available at the time of the meeting
access to confidential material after siand of the Committee’s discussion is
months could be suspended for certaiprovided below, followed by the domes-
particularly sensitive documents. tic policy directive that was approved by
On January 23, 1996, the continuinghe Committee and issued to the Federal
rules, resolutions, and other instrumentReserve Bank of New York.
of the Committee had been distributed Only a limited amount of new infor-
with the advice that, in accordance withmation was available for this meeting
procedures approved by the Committeehecause of delays in government re-
they were being called to the Commit-leases; that which was available, along
tee’s attention before the January 30—3wWith anecdotal commentary, suggested
organization meeting to give memberghat the economy had been growing rela-
an opportunity to raise any questiongively slowly in recent months. Con-
they might have concerning them. Mem-sumer spending had expanded modestly
bers were asked to indicate if theyon balance, growth in business invest-
wished to have any of the instrumentsnent in capital goods appeared to have
in question placed on the agenda foslackened somewhat recently, and hous-
consideration at this meeting, and nang demand seemed to have leveled out.
requests for such consideration wer&lower growth in final sales was leading
received. to inventory buildups in a few indus-
By unanimous vote, the minutes oftries, and these buildups, together with
the meeting of the Federal Open Markethe disruptions from government shut-
Committee held on December 19, 1995downs and severe weather, were having
were approved. a restraining effect on economic activity.
The Manager of the System OpenlThe demand for labor was still grow-
Market Account reported on recenting at a moderate pace, though, and the
developments in foreign exchange marunemployment rate remained relatively
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low. The recent data on prices andset much of the sales gains registered at
wages had been mixed, but there was nautomotive dealerships, furniture and
firm evidence of a change in underlyingappliance stores, and building and sup-
inflation trends. ply outlets. Consumer surveys indicated
Nonfarm payroll employment contin- some deterioration in consumer con-
ued to expand moderately in Decemberfidence in January. Recent indicators
the gain was in line with the averageof housing demand and activity were
monthly increase for 1995. Employmenimixed. Sales of new homes edged still
in manufacturing, boosted by the settlelower in November (latest data avail-
ment of a strike at a major aircraftable), and sales of existing homes
manufacturer, reversed the declines adeclined by a larger amount in Decem-
October and November. Constructiorber than in November. However, hous-
payrolls rose further in December,ing starts rebounded in November from
despite unfavorable weather in soma sizable October decline, and condi-
parts of the country. Job growthtions in mortgage markets remained
remained solid in much of the serviceqquite favorable, led by a further decline
industry, although employment at per-n rates.
sonnel supply firms was little changed. The sparse statistical data available
The civiian unemployment rate on business fixed investment, along with
remained at 5.6 percent in December. anecdotal information, suggested a mod-
Industrial production edged up ineration recently in the expansion of busi-
December and for the fourth quarter as aess spending on capital goods, includ-
whole advanced only slightly; industrialing some slowing of investment in
activity remained sluggish in Januarycomputers. Investment in transportation
according to the limited statistical infor- equipment, however, apparently had
mation that was available. In Decemberheld up well in the fourth quarter.
manufacturing output rose a bit in assotincoming data on construction contracts
ciation with an increase in motor vehiclepointed to some slowing in the growth
assemblies and aircraft production. Elseef nonresidential building activity from
where in manufacturing, the growth ofa relatively brisk pace during most of
output of office and computing equip-1995.
ment slowed somewhat from the rapid The information available on busi-
pace of previous months, and the proness inventories suggested that inven-
duction of defense and space equipmertory imbalances might have emerged
and of nondurable consumer goodsn a few sectors in association with
registered sizable declines. The outputveaker-than-expected sales. Motor vehi-
of utilities was boosted somewhat incle inventories were at elevated levels
December by the effect of colder-thancompared with sales in late 1995, and
average temperatures on the demamanufacturers responded by offering
for heating services. Utilization of total incentive packages on new cars and
industrial capacity fell slightly but trucks and by adjusting downward their
remained at a moderately elevated levellanuary production schedules. Data on
Retail sales continued to grow at amanufacturing and retail trade inven-
relatively modest rate in December, andories for November had been delayed,
the fourth-quarter increase was considbut published information on inventories
erably smaller than those of the previousield by wholesale distributors indicated
two quarters. In the fourth quarter, lowera decline in that month, reversing part
spending at general merchandisers offef October’'s sizable run-up. Much of
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the decline occurred in nondurableity prices had been mixed recently after
goods, although machinery distributorshaving trended down earlier. Average
also reported a sizable liquidation. Thehourly earnings of production and non-
inventory—sales ratio for the wholesalesupervisory workers increased some-
trade sector edged down in Novembewhat in December after having been
but remained near the high end of itainchanged in November. Increases in
range in recent years. average hourly earnings had been trend-
The nominal deficit on U.S. trade ining up over the past several years.
goods and services narrowed in October At its meeting on December 19, 1995,
from its average rate in the third quarterthe Committee adopted a directive that
The value of imports declined more tharcalled for some slight easing in the
the value of exports. Much of the con-degree of pressure on reserve positions,
traction in imports reflected reductionswhich was expected to result in a
in oil and automotive products that moredecline in the federal funds rate from
than offset another strong rise in com-around % percent to around¥% per-
puter goods. For exports, an advance inent. The directive did not include a
machinery exports to record levels wapresumption about the likely direction
outweighed by a reduction in shipmentf any adjustments to policy during the
of agricultural and automotive products.intermeeting period. Accordingly, the
Available data on economic activity indirective stated that in the context of
the major foreign industrial countriesthe Committee’s long-run objectives for
suggested that the pace of expansion iprice stability and sustainable economic
Europe had slowed further on averaggrowth, and giving careful consideration
while growth in Japan had picked up ao economic, financial, and monetary
little. developments, slightly greater reserve
Recent data suggested little change irestraint or slightly lesser reserve re-
underlying inflation trends. Consumerstraint would be acceptable during the
prices increased slightly in Decembeintermeeting period. The reserve condi-
after having been unchanged in Novemtions associated with this directive were
ber; food prices were quiescent over thexpected to be consistent with moderate
two-month period while energy pricesgrowth of M2 and M3 over coming
rose on balance, with a Decembemonths.
rebound more than offsetting a sizable After the meeting, open market opera-
November drop. Excluding food andtions were directed initially toward
energy items, consumer prices were upnplementing the slight easing in the
modestly over the November—Decembedegree of reserve pressure that had been
period and for all of 1995 advancedadopted by the Committee and there-
slightly more than in 1994. Producerafter toward maintaining this new
prices of finished goods were up considreserve posture. Operations were com-
erably in November and December afteplicated by large swings in reserve
having risen slowly in earlier months; indemands associated with year-end pres-
large part, the price increases late in theures and the adverse effects of unusu-
year reflected sharp upward movementslly severe winter weather on check
in both finished foods and finishedclearings. Although the federal funds
energy prices. For 1995, producer pricegate exhibited somewhat greater vola-
of finished goods other than food andility than normal over the period, it
energy rose at a subdued pace, thougionetheless averaged close to the
somewhat more than in 1994. Commodexpected level of % percent. The occa-
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sional periods of firmness in reserveM2, whose offering rates tend to be
market conditions contributed to higheradjusted downward with a considerable
adjustment plus seasonal borrowing, ofag. In addition, the flattening of the

average, over the period. term structure of interest rates had less-

Most market interest rates hadened the comparative attractiveness of
declined somewhat further over thebond mutual funds, which had contin-
period after the December 19 meetingued to experience only light inflows.
Rates moved lower immediately afterFaster growth of M3 in December and
the policy easing action, and most fellJanuary was associated with both the
still more on balance over the remaindepickup in M2 expansion and the issu-
of the intermeeting interval in responseance of additional large time deposits to
to incoming information about the econ-help finance a noticeable step-up in bank
omy and the prospects for fiscal policyloan demand in January. The expansion
at least in the near term. Both were seenf M2 from the fourth quarter of 1994
as suggesting slower economic exparto the fourth quarter of 1995 was in the
sion for a time and an increased likeli-upper half of the Committee’s annual
hood of additional easing of monetaryrange, and M3 grew at the upper end of
policy in coming months. With bond its range. Growth of total domestic non-
yields down on balance, and occasionfinancial debt had been moderate in
ally approaching two-year lows, majorrecent months, and for the year was near
indexes of equity prices advancedhe midpoint of this aggregate’s moni-
sharply further. toring range.

The trade-weighted value of the dol- The staff forecast prepared for this
lar in terms of the other G-10 currenciesneeting suggested that economic activ-
continued to rise over the intermeetingty would expand at a relatively slow
period despite the decline in U.S. interpace over the near term. This forecast
est rates. The dollar's upward movewas not materially different from that
ment against the German mark and othesrepared for the December meeting,
European currencies was associateglkcept for a slightly weaker outlook
with increasing indications of further for the current quarter that was related
weakening of economic expansion inn part to an inventory correction and
key European countries and greatethe effects of unusually severe winter
declines in interest rates in those counweather on spending and output. Over
tries than in the United States. The dolthe remainder of the two-year forecast
lar's appreciation relative to the Japahorizon, the economy was expected
nese yen appeared to be related in patd grow generally along its estimated
to a narrowing of Japan'’s trade and curpotential. Consumer spending was
rent account surpluses. The dollar wasanticipated to keep pace with the growth
unchanged on balance against the Canaf disposable income; concerns about
dian dollar, while the Mexican peso rosgob security remained and consumer
considerably in relation to the dollar.  debt burdens had risen further, but the

Growth of M2 and M3 strengthenedstill-ample availability of credit and the
in December and January. The pickup isubstantial rise in the value of house-
M2 growth partly reflected the effect of hold equity holdings would support
recent declines in short-term interestdditional increases in consumption.
rates; those declines had made monelhe further decline in mortgage rates
market instruments less attractive relarecently from already-favorable levels
tive to household savings accounts itwould help to sustain homebuilding
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activity at a relatively high level. With of concerns, including the extent of the
sales and profits projected to grow morglamping effects of high debt loads and
slowly, and with utilization of existing employment uncertainty on consump-
capacity having eased considerablytion and questions about the sources of
business investment in new equipmenfurther export growth, suggested the
and structures was expected to expangbssibility of sluggish expansion, while
at a more moderate rate. In light of thepossible developments on the upside
recent strengthening of the dollar, thevere more difficult to identify. With
external sector was expected to exert eesource use unlikely to vary appre-
small restraining influence on real activ-ciably, the members generally expected
ity over the projection period as a wholeno significant change in the underlying
Much uncertainty still surrounded theinflation picture over the year ahead.
fiscal outlook, but the recent impasselhe recent performance of inflation had
in the budget negotiations between theome encouraging aspects, and the odds
Administration and the Congress sugon greater price pressures seemed rela-
gested a lower degree of fiscal restraintively small at this time.
over coming years than had been In keeping with the practice at meet-
assumed in the previous forecast. Giveings when the Committee establishes its
the projected outlook, rates of utilizationlong-run ranges for growth of the money
of labor and capital resources and ofind debt aggregates, the members of the
inflation were not expected to changeCommittee and the Federal Reserve
materially. Bank presidents not currently serving as
In the Committee’s discussion of cur-members had prepared individual pro-
rent and prospective economic activityjections of economic activity, the rate of
members noted a number of temporaryunemployment, and inflation for the
factors that were retarding the expanyear 1996. Measured on the basis of
sion. The weakness in business activitghain-weighted indexes, the forecasts of
this winter was to some extent the resulthe growth in real GDP had a central
of the partial shutdown of the federaltendency of 2 to 24 percent and a full
government and the severe storms in eange of ¥2 to 2% percent for the
number of regions; both clearly wereperiod from the fourth quarter of 1995
transitory influences on the economyto the fourth quarter of 1996. The mem-
Growth of economic activity also wasbers and nonmember presidents gener-
being constrained by production cut-ally anticipated that economic expan-
backs stemming from efforts to bringsion in line with their forecasts would be
stocks into better alignment with disap-associated with employment growth
pointing sales in a number of industriesclose to that of the labor force. Accord-
Even so, in the absence of major overingly, their forecasts of the civilian rate
hangs in inventories of business equipef unemployment in the fourth quarter
ment and consumer durables, and giveof 1996 were near the current level, with
favorable conditions in financial mar-a central tendency of%a to 5% percent
kets, members believed that a resummnd a full range of B to 6 percent.
tion of moderate, sustainable growthProjections of the rate of inflation, as
after a relatively brief period of weak- reflected in the consumer price index,
ness was the most likely outlook forhad a central tendency of2to 3 per-
the economy. At the same time, manycent; that central tendency was on the
observed that the risks to such an outhigh side of the outcome for 1995—
come did not seem balanced. A numbewhen the rise in the index was held
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down by damped increases in foochumber of areas to the clearly temporary
prices and declines in energy prices—effects of unusually severe winter
but a few of the forecasts anticipated aveather and the partial shutdown of
slightly lower rate of inflation. the federal government. The members
In their review of developments anticipated that moderate growth in
across the nation, the Federal Reservetail sales would resume, though some
Bank presidents reported modest growtfelt that the consumer sector might
in most major areas of the country.remain vulnerable on the downside. The
Many referred, however, to an admix-consumer spending outlook was com-
ture of strengths and weaknesses iplicated by a number of crosscurrents.
their local economies, and a majorityNegative factors cited by the members
observed that on balance growth irincluded ongoing concerns about job
regional business activity appeared tmecurity that were being sustained by a
have slowed in the last few months. Incontinuing stream of workforce reduc-
keeping with the data available for thetion announcements by major business
nation as a whole, the slowing seemedoncerns, increased consumer debt bur-
to be concentrated in manufacturing andens that were showing up in rising
especially at firms producing motordelinquency rates on some types of
vehicles and parts. Some presidentans, and the apparent satisfaction of
referred to relatively negative, or at leastmuch of the earlier pent-up demand for
cautious, sentiment among many of theiconsumer durables. On the positive side,
business contacts. reduced interest rates, still readily
Much of the recent softening in eco-available credit, and the accumulation
nomic activity appeared to arise fromof financial wealth from the sharp rise
production cutbacks in various sectorsn stock and bond prices were seen as
of the economy in which involuntary likely to support continuing gains in
accumulation of inventories seemed t@onsumer spending.
have occurred as a result of weaker sales Further increases in business fixed
trends in the past few months. The meminvestment were viewed as a likely
bers expected this inventory adjustmenprospect for the year ahead, though the
process to have a relatively pronouncedrowth of such investment probably
effect on production and overall busi-would be well below the strong pace
ness activity in the current quarter andexperienced earlier in the current cycli-
perhaps to some extent in the secondal expansion. Anecdotal reports indi-
While a greater-than-expected inven€ated continuing strength in nonresiden-
tory adjustment with spreading effectdial construction in some parts of the
through the economy could not be ruleccountry, but declining rates of capacity
out, the underlying strength of demandutilization augured reduced growth
was likely to be sufficient to restore andgoing forward. The expansion of invest-
sustain moderate growth in overall ecoment in producers’ durable equipment
nomic activity as the current inventoryalso was expected to slow, but from a
and production adjustments subsided. pace that had seemed unsustainable.
With regard to consumer spendingWhile appreciable further growth could
members referred to overall indicationde expected in expenditures for high-
of lackluster retail sales during the holi-tech equipment as business firms contin-
day season and into January. The aneaed to focus on improving the efficiency
dotal commentary on retail sales attrib-of their operations in a highly competi-
uted some of the recent weakness in eive environment, spending for other
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types of equipment was likely to be The members anticipated that infla-
sluggish. Members noted in particulation would remain contained in 1996,
the prospects for weaker business spentbut they did not expect significant
ing for motor vehicles, especially for progress toward more stable prices.
heavy trucks. However, the fundamentalhey referred to crosscurrents bearing
determinants of investment in businessn the outlook for wages and prices
equipment, including the reduced cosin the year ahead. Factors pointing to
of financing such investment, remainegotentially higher inflation included
positive and this sector of the economyncreased pressures on food prices stem-
should continue to provide considerableming from disappointing harvests in
impetus to the expansion. some areas and relatively low grain sup-
The members also viewed the conplies. More generally, resource utiliza-
siderable decline that had occurred inion was expected to remain high and
mortgage interest rates and the amplgreater pressures could emerge in labor
availability of housing finance as keyand product markets. Members noted
factors in their forecasts of sustainedhat one broad measure of wages had
residential construction at relativelypicked up and that there was a small rise
high levels. Adverse weather conditionsn the number of anecdotal reports indi-
appeared to have retarded homebuildzating that labor shortages were contrib-
ing activity in a number of areas inuting to higher wages in some parts
recent weeks, but several membersf the country. In addition, unusually
commented that underlying trends inmuted increases in the costs of worker
housing demand were favorable and thdtenefits had been holding down overall
residential construction had remainedompensation costs, and this pattern
relatively strong in several parts of themight not persist. On the other hand,
country. high levels of resource utilization had
The outlook for fiscal policy was been associated for some time with
uncertain, especially with regard tolower rates of growth in costs than
whether longer-term spending and taxwould have been anticipated on the basis
ation measures would be enacted tof historical experience. In particular, a
implement the goal of a balanced fedgeneral sense of job insecurity in a
eral budget by the year 2002. For theperiod of major business restructurings
year immediately ahead, however, thevas holding down increases in labor
members continued to anticipate consideompensation. In an environment of
erable restraint in federal spendingstrong competition, which was prevent-
partly as a byproduct of the currenting many businesses from passing on
budget debate between the Congress aniding costs through higher prices, firms
the Administration. With regard to the continued to focus on efforts to control
external sector of the economy, proseosts by improving the efficiency of
pects for economic growth in majortheir operations, and this was helping
trading partners—led by developmentdo hold down inflation. An apparent
in Europe—appeared to have weakenediecline in inflationary expectations also
and the recent appreciation of the dollawould provide a moderating influence
in the foreign exchange markets als®n inflation trends in the period ahead.
might tend to damp net exports. ConseWhile most of the members saw little
quently, several members saw downsideeason to anticipate appreciably lower
risks in the foreign trade sector over thenflation over the year ahead, they also
year ahead. viewed the odds on a pickup in inflation
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as fairly low; they could see possiblemoney growth and the basic objectives
reasons for optimism on the long-runof monetary policy.
trend in inflation; and they generally Most members endorsed a proposal to
remained confident that further progresadopt the relatively low ranges for
toward price stability would be madegrowth of M2 and M3 in 1996 that the
over the longer term. Committee had set on a tentative basis
In keeping with the requirements ofin July 1995. These members favored
the Full Employment and Balancedretention of the tentative ranges because
Growth Act of 1978 (the Humphrey-they could be viewed as benchmarks for
Hawkins Act), the Committee reviewedmoney growth that would be associated
the ranges for growth of the monetarywith price stability, assuming behavior
and debt aggregates in 1996 that it hadf velocity in line with historical experi-
established on a tentative basis at itence, and a reaffirmation of those ranges
meeting in July 1995. The tentativewould underscore the Committee’s com-
ranges included expansion of 1 to 5 permitment to a policy of achieving price
cent for M2 and 2 to 6 percent for M3, stability over the longer term. Some
measured from the fourth quarter ofmembers also noted that any adjustment
1995 to the fourth quarter of 1996. Theof these ranges to align them more fully
monitoring range for growth of total with projections of money growth con-
domestic nonfinancial debt was provi-sistent with the Committee’s expecta-
sionally set at 3 to 7 percent for 1996tions for expansion of the economy and
The tentative ranges for 1996 wereprices in 1996 could be misinterpreted.
unchanged from the actual ranges foBuch an action might be seen as suggest-
1995. In July, the range for M3 had beering that the Committee had a greater
raised 2 percentage points to reflectiegree of confidence in the relationship
developments that seemed to be fostebetween money growth and broad mea-
ing a return to the historical pattern ofsures of economic performance than was
somewhat faster growth in M3 than inwarranted by its current understanding
M2. of that relationship or that the Commit-
In their discussion, the members tookee was now placing greater emphasis
note of a staff analysis which indicatedon the broad monetary aggregates as a
that monetary expansion consistent witlyauge of the thrust of monetary policy.
the moderate growth of nominal GDP Two members favored somewhat
that the members were projecting forthigher growth ranges for M2 and M3 in
1996 most likely would be around thel1996. They noted that the expansion of
upper ends of the tentative rangeshese broad aggregates was anticipated
adopted last July. M2 and M3 velocityto be around the upper ends of their
over the past couple of years had contentative ranges, and perhaps even
formed more closely on balance withhigher, given the Committee’s expecta-
historical patterns, and the projectiondions for the performance of the econ-
assumed that this behavior would conemy and prices. In their view, the higher
tinue in 1996. In light of the experienceranges would be more consistent with
of earlier years, however, when thewhat they saw as the Committee’s obli-
velocities of these aggregates had exhilgations under the Federal Reserve Act
ited pronounced atypical behavior, subto set ranges consistent with expected or
stantial uncertainty still surrounded anydesired economic outcomes for the year,
projections of monetary expansion andénd the reasons for establishing those
the linkage between particular rates ofanges could easily be set forth and
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understood as an appropriate technical Votes for this action: Messrs. Greenspan,
adjustment that would not imply any McDonough, Boehne, Jordan, Kelley,
lessened commitment to the Commit- McTeer, Ms. Phillips, and Mr. Stern. Votes
tee’s price stability goal. Kl/lgsalg(sahetnhls action: Mr. Lindsey and

The Committee unanimously pre- ' '
ferred to retain the 3 to 7 percent range
for total domestic nonfinancial debt in Mr. Lindsey and Ms. Yellen dissented
1996. This position took account of abecause they preferred somewhat higher
staff projection indicating that the debtranges for M2 and M3. They recognized
aggregate was likely to continue to growthat the relationships between the ranges
at a rate generally in line with the expanfor the monetary aggregates and broad
sion of nominal GDP, although somemeasures of economic performance
moderation in private credit demandavere subject to substantial uncertainty,
was anticipated and there were indicabut ranges higher than those adopted on
tions that lenders were no longer easing tentative basis in July 1995 were more
their terms and conditions for grantinglikely to encompass monetary expan-
credit to consumers and businesses. sion consistent with the central tendency

At the conclusion of its discussion,of members’ current forecasts of homi-
the Committee voted to approve withoutnal GDP growth for 1996. Raising the
change the tentative ranges for 1996 thaanges for M2 and M3 would in their
it had established in July of last yearview conform those ranges more closely
In keeping with its usual procedureswith the provisions in the Federal
under the Humphrey—Hawkins Act, theReserve Act that require the System to
Committee would review its ranges atcommunicate to the Congress its objec-
midyear, or sooner if interim conditionstives and plans for the growth of the
warranted, in light of the growth andaggregates for the calendar year. They
velocity behavior of the aggregates andbelieved the Committee could readily
ongoing economic and financial devel-explain that such an adjustment to the
opments. Accordingly, the following ranges did not represent a lessened com-
longer-run policy statement for 1995mitment to its price stability goal or an
was approved for inclusion in theincreased emphasis on the monetary
domestic policy directive: aggregates in policy formulation.

The Committee also discussed alter-

The Federal Open Market CommitteeNatives to the monetary aggregates
seeks monetary and financial conditions thaior communicating its intentions with
will foster price stability and promote sus-regard to the course of inflation over the

tainable growth in output. In furtherance ofjonger run. Some members thought that
these objectives, the Committee at this mee

. . axplicit numerical goals or forecasts for
ing established ranges for growth of M2 andb . -
M% of 1105 percgent anc? 210 6 IC)ememmflatmn over a period of years would

respectively, measured from the fourth quarh@ve several important benefits, includ-
ter of 1995 to the fourth quarter of 1996. Theing enhanced credibility that could
monitoring range for growth of total domes-reduce the costs of achieving price sta-
tic nonfinancial debt was set at 3 to 7 percenpility and greater flexibility to respond
for the year. The behavior of the monetar)%o the emergence of economic weakness

aggregates will continue to be evaluate . : s :
in the light of progress toward price level y easing policy for a limited period

stability, movements in their velocities, andOf time without arousing inflation con-
developments in the economy and financiaf€rns. Other members, while endorsing
markets. fully the long-term goal of price stabil-
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ity, had a number of reservations abouéffects on aggregate demand of the
implementing such proposals, especiallyecent rise in the foreign exchange value
at this time. Based on experience in th@f the dollar, which might continue to
United States and elsewhere, many wemaove higher if interest rate declines
skeptical about the payoff in terms ofexpected by the markets were not forth-
greater credibility or flexibility in policy coming. It was noted that postponing a
implementation. Moreover, they be-decision in this uncertain economic cli-
lieved that substantially more study andnate could be defended on the ground
deliberation were required to explorethat more evidence was needed to ascer-
fully the alternatives and the conse+tain whether the weakness in the econ-
quences of changes in the way the Conemy was quite temporary or more last-
mittee formulated and communicatedng; if it was the former, inflationary
its objectives. They also thought thatpressures could re-emerge at lower
any such assessment would need to takmlterest rates. On the other hand, a few
account of the prospects for, or disposimembers commented that the currently
tion of, closely related legislation thatsluggish performance of the economy
was now being considered in the Coneould be read as calling for a more
gress. The Committee did not take anypronounced easing move, but they pre-
action on this issue at this meeting, buferred a cautious approach to policy
it recognized that the matter would needn light of current inflation trends and
to be revisited from time to time. the uncertainties that surrounded their
In the Committee’s discussion of pol-forecasts of some strengthening in the
icy for the intermeeting period ahead.economy.
the members supported a proposal call- The Chairman informed the Commit-
ing for some slight easing in reservetee that he had asked the members of the
conditions. Although a pickup to anBoard of Governors to convene immedi-
acceptable rate of expansion was seen ately after this meeting to consider a
the most likely course for the economyreduction of¥4 percentage point in the
in coming quarters, the risks of a short-discount rate. Such a reduction had been
fall in growth were believed to be sig- proposed by a total of six Federal
nificant. At the same time, while mostReserve Banks at this point. Given the
members were forecasting high levels oéasing in reserve markets favored by the
resource use and little change in the rat€ommittee and the possibility of a lower
of inflation this year, they saw only adiscount rate, the members did not
very limited risk that a slight easing believe that a further policy move was
move might foster higher inflation underlikely to be needed during the intermeet-
prevailing circumstances, and some feling period. Accordingly, they favored an
that there were favorable prospects for anbiased directive that did not incor-
slightly improved inflation performance. porate a presumption about the likely
Under the circumstances, a slighdirection of any adjustments to policy
decrease was warranted in the real fedduring the next several weeks. In keep-
eral funds rate from a level that a num-ng with its usual practice, the Commit-
ber of members considered still a bit tatee did not rule out the possibility of an
the firm side—a stance that seemed lesatermeeting policy change on the basis
appropriate in light of the reduced threabf unanticipated economic or financial
over the last year of a pickup in infla-developments.
tion. One member pointed out that such At the conclusion of the Committee’s
a decrease would tend to counter theiscussion, all the members supported a
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directive that called for a slight reduc-terms of the other G-10 currencies has risen
tion in the degree of pressure on reserviirther over the intermeeting period.

positions and that did not include a biag, eGCreOn\’,]Vlit)grO];ll"]\gz J%% al\r/lf ?:trrgggtthhee”efguirqh

about the likely direction of an adjust-quarter of 1994 to the fourth quarter of
ment to policy during the intermeeting1995, M2 expanded in the upper half of its
period, should unanticipated devel+ange and M3 grew at the upper end of its
opments warrant a change in policyrange. Growth in total domestic nonfinancial

. . . debt has been moderate in recent months,
Accordingly, the Committee dec'dedplacing this aggregate near the midpoint of

that in the context of its long-run objec-jts monitoring range for the year.

tives for price stability and sustainable The Federal Open Market Committee

economic growth, and giving carefulseeks monetary and financial conditions that
consideration to economic, financiaI,W'” foster price stability and promote sus-

: ainable growth in output. In furtherance of
and monetary developments, Sl'gh“)%hese objectives, the Committee at this meet-

greater or slightly lesser reserve restrainhg established ranges for growth of M2 and
would be acceptable during the inter3 of 1 to 5 percent and 2 to 6 percent
meeting period. The reserve conditiongespectively, measured from the fourth quar-
contemplated at this meeting wer er of 1995 to the fourth quarter of 1996.

. . he monitoring range for growth of total
expected to be consistent with moderatgomestic nonfinancial debt was set at 3 to

growth in M2 and M3 over coming 7 percent for the year. The behavior of the
months. monetary aggregates will continue to be

At the conclusion of the meeting, theevaluated in the light of progress toward
Federal Reserve Bank of New York Wairlce level stability, movements in their ve-

. . L ocities, and developments in the economy
authorized and directed, until instructeq,q financial markets.

otherwise by the Committee, to execute |n the implementation of policy for the
transactions in the System Account inmmediate future, the Committee seeks to
accordance with the following domesticdecrease slightly the existing degree of pres-
policy directive: sure on reserve positions, taking account of
) a possible reduction in the discount rate. In
the context of the Committee’s long-run ob-
jectives for price stability and sustainable
onomic growth, and giving careful consid-
eration to economic, financial, and mone-
h Pell%ary developments, slightly greater reserve
moderately in December, and the civilian es{raint orpslightly Ies%eryrgserve restraint
unemployment rate remained at 5.6 percengyoyid be acceptable in the intermeeting
Industrial production increased only slightly heriod. The contemplated reserve conditions
further in the fourth quarter. Growth of con- 5. expected to be consistent with moderate

sumer spending was modest, on .balancgrowth in M2 and M3 over coming months.
over the past several months. Housing star

rebounded in November from a sizable Octo- Votes for short-run policy: Messrs.
ber decline. Orders for nondefense capital Greenspan, McDonough, Boehne, Jordan,
goods point to a moderation in the expansion Kelley, Lindsey, McTeer, Ms. Phillips,
of spending on business equipment, and non- Mr. Stern, and Ms. Yellen. Votes against
residential construction has risen appreciably this action: None.

further. The nominal deficit on U.S. trade in

goods and services narrowed in October |t \yas agreed that the next meeting of

from its average rate in the third quarter, f
There has been no clear change in undeFhe Committee would be held on Tues-

lying inflation trends. day, March 26, 1996.

Most market interest rates have declined The meeting adjourned at 12:00 p.m.
somewhat since the Committee meeting on
December 19. In foreign exchange markets, Donald L. Kohn
the trade-weighted value of the dollar in Secretary

The information reviewed at this meeting
suggests that the economy has been growi
rather slowly in recent months. Nonfarm
payroll employment continued to expan
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Meeting Held on
March 26, 1996

A meeting of the Federal Open Market
Committee was held in the offices of
the Board of Governors of the Fed-
eral Reserve System in Washington,
D.C., on Tuesday, March 26, 1996, at
8:00 a.m.

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Stone, First Vice President, Federal
Reserve Bank of Philadelphia

Messrs. Davis, Dewald, Goodfriend,
and Hunter, Senior Vice
Presidents, Federal Reserve
Banks of Kansas City, St. Louis,

Present:

Mr. Greenspan, Chairman

Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Ms. Phillips

Mr. Stern

Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig and Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and
Boston respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Lang, Mishkin, Promisel,
Rolnick, Rosenblum, Siegman,
Simpson, Sniderman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of

Research and Statistics, Board of

Governors

Mr. Reinhart, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Richmond, and Chicago
respectively

Mr. Judd, Ms. Rosenbaum, and
Mr. Rosengren, Vice Presidents,
Federal Reserve Banks of
San Francisco, Atlanta, and
Boston respectively

Mr. Bentley, Assistant Vice President,
Federal Reserve Bank of
New York

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on January 30-31,
1996, were approved.

The Manager of the System Open
Market Account reported on develop-
ments in foreign exchange markets dur-
ing the period January 31, 1996, through
March 25, 1996. There were no open
market transactions in foreign curren-
cies for System account during this
period, and thus no vote was required of
the Committee.

The Manager also reported on devel-
opments in domestic financial markets
and on System open market transactions
in government securities and federal
agency obligations during the period
January 31, 1996, through March 25,
1996. By unanimous vote, the Commit-
tee ratified these transactions.

The Committee then turned to a dis-
cussion of the economic and financial
outlook and the implementation of
monetary policy over the intermeeting
period ahead. A summary of the eco-
nomic and financial information avail-
able at the time of the meeting and of
the Committee’s discussion is provided
below, followed by the domestic policy
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directive that was approved by the Comeomputing machines continued to rise at
mittee and issued to the Federal Resenaerapid pace, and the production of other
Bank of New York. types of business equipment picked up.
Much of the information reviewed at Output of consumer goods changed little
this meeting had been influenced to amn balance over the two-month period.
uncertain degree by unusually severdanufacturing production expanded
winter weather, industrial strikes, andabout in line with capacity over the first
U.S. government shutdowns. On baltwo months of the year, leaving the
ance, however, growth of economicoverall rate of utilization of manufactur-
activity appeared to have picked up aftemg capacity little changed.
having slowed appreciably in late 1995. Nominal retail sales increased briskly
Growth in consumer spending seemeth February after having registered little
to have resumed at a moderate rate iohange in January. The February spurt
the wake of January’s storms; busineswas paced by strong motor vehicle pur-
spending on durable equipment waghases, but spending at general mer-
recording further healthy gains; andchandise stores and apparel outlets also
housing demand was showing soma&vas up considerably after a weak per-
signs of strengthening. With businesseformance in previous months. Sales at
making considerable progress in gettinglurable goods stores were less robust,
their inventories under control, indus-rising only slightly in February. Recent
trial production and employment hadindicators of housing demand and activ-
rebounded briskly. The recent data ority were generally favorable. Starts of
prices gave little indication of any both single-family and multifamily units
change in underlying inflation trends. moved higher on balance over January
A surge in nonfarm payroll employ- and February, and sales of new homes
ment in February considerably moreincreased appreciably in January (latest
than offset a large weather-related droplata available). By contrast, sales of
in January. Very large job gains wereexisting homes declined in January for a
recorded in February in the construcfourth consecutive month.
tion, retail trade, and services indus- Business demand for durable equip-
tries; however, some of these increasasment apparently remained fairly robust
reflected the reversal of the depressinn early 1996. Incoming orders for
effects of January’s severe winter stormsomputing equipment were particularly
and the efforts of some firms to makestrong in January, and shipments of such
up for associated production losses. Aquipment posted further healthy gains.
small rise in manufacturing employmentWith airline profits high and new mod-
in February only partially offset a fur- els of airplanes being introduced, orders
ther loss of factory jobs in January. Thefor aircraft had climbed rapidly over
civiian unemployment rate fell to recent months. Orders for other types
5.5 percent in February. of equipment also had picked up on
Industrial production rose sharply inbalance over the last several months,
February, more than offsetting a sizablalthough shipments of such equipment
decline in January. Part of the netdropped in January after a sizable rise
increase in output over the Januaryin the fourth quarter. Nonresidential
February period reflected an upturn irconstruction activity appeared to be
aircraft production after the settlemenigrowing more slowly: Non-office com-
of a strike at a major aircraft manufac-mercial construction continued its
turer. In addition, output of office and upward trend but office, institutional,
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and industrial building activity had Inflation trends had remained stable
slowed noticeably in recent months, andn recent months. At the consumer level,
contracts for those categories also haftbod prices continued to edge up in
softened. February and energy prices again were
Business inventories reboundedinder appreciable upward pressure.
sharply in January from a large drop inExcluding the often-volatile food and
December. Much of the January buildupenergy items, consumer prices advanced
in stocks occurred in manufacturing,in February at a slightly slower rate than
where part of the backup may have beem January; and for the twelve months
associated with delays in shipments as ended in February, consumer prices rose
result of winter storms. The inventory—a little less than in the comparable year-
sales ratio for the sector edged up irearlier period. At the producer level,
January but was little changed on balprices of finished goods other than food
ance in recent months. Inventories at thand energy were unchanged on balance
wholesale level also rose considerablypver January and February; the rise in
in January; the inventory—sales ratiadhis measure of prices over the twelve
increased slightly but was still well months ended in February was some-
below the high levels of last fall. Retail what larger than in the comparable year-
stocks recorded a modest rise in Januamarlier interval. Average hourly earnings
after a sharp decline in December. Thef production and nonsupervisory work-
January increase was in line with theers edged down in February after a con-
advance in sales, and the inventory-siderable increase in January. However,
sales ratio for the sector as a wholdor the twelve-month period ended in
was unchanged from December andrebruary, average hourly earnings rose
remained well below levels seen ovemore than in the year-earlier period.
most of 1995. At its meeting on January 30-31,
The nominal deficit on U.S. trade in1996, the Committee adopted a directive
goods and services in December (lateshat called for a slight reduction in the
data available) was little changed frondegree of pressure on reserve positions,
its November level. On a quarterly-taking account of a possible reduction of
average basis, however, the deficit in thés percentage point in the discount rate.
fourth quarter was substantially smalleiThe directive approved by the Commit-
than it had been in the third quarter. Theee did not include a presumption about
value of exports of goods and serviceshe likely direction of any adjustments
rose appreciably in the fourth quarterto policy during the intermeeting period,
with the largest increases occurring irshould unanticipated developments war-
machinery exports and foreign touristrant a policy change. Accordingly, the
services. The value of imports declinedlirective stated that in the context of
slightly, largely as a result of decreaseshe Committee’s long-run objectives for
in imports of automotive products, con-price stability and sustainable economic
sumer goods, and oil. The data availablgrowth, and giving careful considera-
on economic conditions in the majortion to economic, financial, and mone-
foreign industrial countries in early 1996tary developments, slightly greater
suggested that a moderate recovery wasserve restraint or slightly lesser
under way in Japan, and there wereeserve restraint would be acceptable
some signs of a pickup in activity in during the intermeeting period. The
much of Western Europe, although theeserve conditions associated with this
German economy remained weak. directive were expected to be consistent
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with moderate growth of M2 and M3 stronger than expected and that eco-
over coming months. nomic conditions abroad were compara-
On January 31, the Board of Govertively weaker than they had seemed ear-
nors approved a reduction & percent- lier fostered a rebound in the value of
age point in the discount rate, to a levethe dollar.
of 5 percent. The decrease was made Growth of the broader monetary
effective immediately and was passe@ggregates strengthened considerably in
through to interest rates in reserve marFebruary and early March following the
kets. Open market operations duringlecline in short-term interest rates in
the intermeeting period were directedate 1995 and early 1996. The accelera-
toward maintaining this new policy tion of M2 reflected a surge in demand
stance, and the federal funds rate avedeposits as well as larger inflows to
aged around B: percent, the level retail money market mutual funds,
expected to be associated with thatvhose yields tend to adjust with a lag to
stance. changes in short-term market interest
Because the easing move had beemtes. Larger inflows to institution-only
largely anticipated in financial marketsmoney market funds contributed to
the initial response was a small declineM3’s stronger performance. Growth of
in short-term rates and little change intotal domestic nonfinancial debt slowed
long-term rates. Over the remainder osomewhat in December and January,
the period, however, most interest rateseflecting reduced federal government
moved higher in response to incomingoorrowing, but remained moderate on
economic data that were seen as sudpalance.
gesting improved prospects for eco- The staff forecast prepared for this
nomic growth and, accordingly, ameeting suggested that the pace of eco-
reduced likelihood of further easingsnomic expansion would pick up over
in monetary policy. In addition, the coming months after a sluggish fourth
absence of much progress in federajuarter. Other than a better performance
budget negotiations was viewed by thever the first half of 1996 associated
markets as indicating that the chances with a somewhat faster increase in final
major multiyear deficit-reduction plansales, this forecast differed little from
would be adopted this year were becomthat prepared for the previous meeting
ing more remote. Despite the increase iand indicated that the economy was
bond yields, major indexes of equityexpected to expand generally along its
prices recorded sizable gains. estimated potential. Consumer spending
In foreign exchange markets, thewas projected to grow slightly more than
trade-weighted value of the dollar indisposable income; the favorable effect
terms of the other G-10 currenciesof higher equity prices on household
declined slightly over the intermeetingwealth and the still-ample availability of
period. The dollar fell appreciably dur-credit were expected to outweigh per-
ing the initial portion of the period— sisting consumer concerns about job
before evidence of a more robusisecurity and the effects of already high
U.S. economy emerged—while data orhousehold debt burdens. Homebuilding
the German money supply and the Japaactivity was projected to decline a little
nese economy were suggesting upwari response to the recent backup in resi-
revisions to expected interest rateslential mortgage rates butto remain at a
abroad. In late February, emerging signselatively high level. A less rapid pace
that the U.S. economy was generallyof business investment in equipment and
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structures was expected in light of therialize over the projection period.
decline over the past year in the rate oRegarding the outlook for inflation,
utilization of production capacity and members’ assessments tended to center
the moderate growth projected for salesn expectations of little change in aver-
and profits. The external sector wasge consumer price inflation over the
expected to exert a small restrainingorojection horizon.
influence on economic activity over The review of regional economic
the projection period. The persistingdevelopments by the Federal Reserve
impasse in the federal budget negotiaBank presidents pointed to moderate
tions suggested little further fiscal con-expansion in economic activity across
traction in coming quarters. Given themuch of the nation, though growth was
outlook for economic activity, rates of described as modest in a few regions
utilization of labor and capital were notand relatively robust in some others.
expected to change materially and inflaBusiness conditions appeared to have
tion was projected to increase modestlyimproved in a number of areas since
In the Committee’s discussion ofearly in the year, but as had been true
current and prospective economic develpreviously, activity in various sectors of
opments, members commented on ththe economy remained uneven. Manu-
resiliency of the economy, which facturing of most durable goods other
appeared to have strengthened apprecittan motor vehicles and some defense
bly after a period of subpar growth. Theindustry products displayed consider-
latter had been induced to a large exterdble strength, while the production of
by inventory adjustments whose effectsnany nondurable goods tended to lag.
were exacerbated temporarily by govdin agriculture, high feed costs and low
ernment shutdowns, unusually severenarket prices were depressing the cattle
winter weather, and industrial strikes.industry, while elevated grain prices
The adjustment in inventory investmentwere boosting the incomes of farmers
seemed to be nearing its completionnot subject to the effects of locally
and some members observed that thedverse weather conditions.
settlement of the recent strike in the The economy had displayed consider-
motor vehicle industry might well able resilience in the face of adjustments
impart added impetus to the expansiomo production associated with efforts by
over the nearer term. Considerable volamany business firms to reduce inven-
tility could be expected in the short-runtories and a number of additional, albeit
performance of the economy, but thdéemporary, developments that had
members continued to view trendtended to retard the expansion in the
growth at a pace near the economy’satter part of 1995 and at the start of this
potential as the most probable outcomeyear. Apparently, relatively low long-
Many also commented that the risks tderm interest rates and the related sub-
such a forecast appeared to have shiftextantial appreciation in the value of
from being predominantly on the down-stock and bond market holdings had
side earlier in the year to better balancetdeen important factors helping to sus-
currently. Still, substantial uncertaintiestain spending in this period. In the con-
attended the economic outlook, and &ext of continued underlying momentum
number of members observed that aim final demand and some decline in
economic performance that differedexcess stocks of unsold motor vehicles
considerably in either direction from stemming from the recently ended strike
their current forecasts might well mate-at a major domestic producer, inven-
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tories now seemed to be in better balhighly competitive markets would tend
ance with sales and the economy tdo support growth in business fixed
be better positioned to accommodaténvestment. Profits and cash flows were
sustained expansion. Some membemexpected to remain reasonably strong,
observed, however, that the recenthough there were tentative signs of
increase in intermediate- and long-ternsome softening in profit margins. On the
interest rates would tend to bluntother hand, the longevity of the current
demand in interest-sensitive sectors oéxpansion had resulted in the addition of
the economy. Moreover, stock marketa good deal of production capacity in
prices had risen to comparatively highrecent years. This development in con-
levels in relation to earnings and interesjunction with some decline in capacity
rates and might be vulnerable to furtheutilization over the past several quarters
weakness in the debt markets or to anpointed to less need for expansion in
tendency for business profit margins tglant and equipment. The rise in outlays
erode. for computers and related products was
In the course of their comments aboutikely to remain fairly robust in light of
developments in key sectors of the ecornthe continuing advances in technology
omy, members referred to recent indi-and the marked downtrend in computer
cations, including anecdotal reports, oprices, but the growth of computer
appreciable strengthening in retail salesxpenditures was projected to be well
that tended to support forecasts of suselow the extraordinary pace of the past
tained growth in consumer spending irfew years. The slowdown would reflect
coming quarters. In addition, surveys offactors that were expected to damp the
consumer sentiment, which had beegrowth of overall business investment
more favorable recently, and sharplyspending and a greater saturation of
increased household net worth wergotential computer markets that might
seen as positive factors in the outlookead to more emphasis on replacement
for consumer expenditures. On the negademand rather than the further expan-
tive side, some members observed thaion of capacity.
the rise in consumer indebtedness and Housing activity generally was
the recent increase in interest ratesxpected to be well maintained in com-
would tend to damp consumer spendingng quarters, though likely to moderate
Given these financial crosscurrents, ito some extent from current levels in
was suggested that growth in consumdagged response to the rise that had
spending might approximate that ofoccurred in mortgage interest rates. The
disposable income over the forecastesponse of housing expenditures to rate
horizon. increases was uncertain, and a few
The prospects for business capitainembers commented that the prospec-
spending remained a supportive elemerive slowing in housing construction
in the outlook for further economic could be fairly pronounced. For the
expansion, but growth in such spendingnearer term, however, recent data were
was expected to slow considerably fronmindicative of considerable underlying
its rapid pace over the past few yearsstrength in housing markets, especially
The ready availability and fairly low in light of the adverse effects of notably
cost of business finance in equity andinfavorable weather conditions in many
debt markets and the continuing comparts of the country this winter. Those
mitment of business firms to moderniz-data tended to be supported by anec-
ing their facilities to hold down costs in dotal reports of significant improvement
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in housing markets in several regiongeen unusually subdued in light of the
over the course of recent months. Conrelatively low unemployment nation-
tributing to that performance, howeverwide and widespread anecdotal reports
might be a temporary acceleration ofof labor shortages. In this view the rise
purchases by homebuyers who anticiin labor costs could well accelerate at
pated further increases in mortgagsome point, though not necessarily in
interest rates. The latter were viewedthe near term, with some feedthrough to
nonetheless, as still low in comparisorprices. Other developments that gener-
with their average level over the pastated some concern about the outlook for
several years. inflation included the rise in the costs of
The outlook for fiscal policy remained medical benefits in the fourth quarter,
uncertain, especially for future yearsprice pressures in the energy and food
It was suggested that the stalematsectors of the economy, and the possibil-
between the Congress and the Adminisity that the recent rise in intermediate-
tration on major spending and tax issueand long-term interest rates might to
might not be resolved in coming monthssome extent reflect worsening inflation-
or indeed during the current session ofiry expectations. Other members saw
the Congress. However, already legisenly a limited risk of higher inflation,
lated appropriations and current continuand a few indicated that they did not
ing resolutions still pointed to consider-rule out some reduction in consumer
able restraint in federal spending thigrice inflation from that experienced in
year. With regard to the external sectod995. In this view there was sufficient
of the economy, projections of appre-capacity in the economy to allow room
ciable growth in exports tended to befor moderate growth of economic activ-
supported by anecdotal comments oity in line with their forecasts without
strong export demand for goods profostering added inflation. Moreover,
duced in various parts of the countrythere was only scattered evidence of
including some improvement in exportsaccelerating increases in worker com-
to Mexico. At the same time, imports pensation associated with labor short-
might well expand somewhat more rap-ages and little indication that possibly
idly than exports if the domestic econ-diminishing worries about job security
omy strengthened as projected this yeawould induce rising labor militancy.
from its reduced rate of growth in 1995. Some members also stressed the persis-
The members did not differ greatly intence of strong competition in numer-
their assessments of the most probableus markets that tended to preclude or
course of inflation. Their expectationsrestrain raising prices.
ranged from essentially unchanged to Inthe Committee’s discussion of pol-
slightly higher inflation in comparison icy for the intermeeting period ahead, all
with 1995. At the same time, memberghe members endorsed a proposal to
expressed somewhat differing viewsmaintain an unchanged degree of pres-
about possible deviations of inflationsure in reserve markets. This policy
from their expectations. Those whopreference was based on expectations of
emphasized the risks of higher-thangrowth in business activity at a pace
projected inflation tended to cite theaveraging in the vicinity of the econo-
potential for increasing wage and pricemy’s potential, a perception among the
pressures in an economy that alreadynembers that the risks to such an out-
was operating at or close to its estimatetbok were more balanced than earlier,
capacity. Increases in labor costs hadnd anticipations that under these cir-
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cumstances inflation would remain conthat slightly greater or slightly lesser
strained. The economy seemed to havweserve restraint would be acceptable
adequate forward momentum and didluring the intermeeting period. The
not appear to require any further stimureserve conditions contemplated at this
lus, whose implementation might con-meeting were expected to be consistent
tribute to inflationary pressures in thewith moderate growth in M2 and M3
economy. Several members observedver coming months.

that robust growth in broad money for At the conclusion of the meeting, the
some months suggested that monetafyederal Reserve Bank of New York was
policy had been supportive of sustaineduthorized and directed, until instructed
economic expansion. At the same timeptherwise by the Committee, to execute
information on the economy and pricedransactions in the System Account in
did not seem to indicate developingaccordance with the following domestic
inflation pressures that needed to be compolicy directive:

tained by tightening policy at this junc-

ture. Indeed, some members commented Many of the data for recent months
that, judged from one perspective, finanreviewed at this meeting were influenced to
cial conditions had tightened somewhaf" uncertain degree by unusually severe win-

._ter weather, industrial strikes, and U.S. gov-
as a consequence of the recent rIS?mment shutdowns. On balance, the expan-

in intermediate- and long-term intereskjon in economic activity appears to have
rates, though it was difficult to disen-picked up after slowing appreciably in late
tangle the real and the inflation compo-1995. Nonfarm payroll employment surged
nents of the rate increases. Nonethelest, February, considerably more than offset-
a number of members noted that inflaling & large drop in January, and the civilian

. d d f unemployment rate fell to 5.5 percent.
tion was not expected to moderate Turyjanufacturing production increased sharply

ther over the projection horizon and thain February after a sizable decline in Janu-
it could move higher and the Committeeary. Growth of consumer spending, which
would need to be particularly vigilant in had been sluggish earlier in the winter,

guarding against such an outcomeSPurted in February, paced by strong motor
vehicle purchases. Housing starts rose in

Against this ba(_:kgroupd, the_ me_mberﬁanuary and February. Orders and contracts
favored an unbiased instruction in theoint to continuing expansion of spending
directive that did not prejudice possibleon business equipment and nonresidential

intermeeting adjustments to policy instructures. The nominal deficit on U.S. trade
either direction. in goods and services narrowed substantially

. . ,.in the fourth quarter from its average rate in
At the conclusion of the Committee Sthe third quarter. There has been no clear

discussion, all the members indicated @hange in underlying inflation trends.

preference for a directive that called for Changes in short-term market interest
maintaining the existing degree of pres¥ates have been mixed while long-term rates
sure on reserve positions and that diave risen appreciably since the Committee

: ; eeting on January 30-31. In foreign
not include a presumption about thégxchange markets, the trade-weighted value

||ke_|y dlre(_:tlon of any adju_stments_ 10 of the dollar in terms of the other G-10
policy during the intermeeting period.currencies has declined slightly over the
Accordingly, in the context of the Com- intermeeting period.

mittee’s long-run objectives for price Growth of M2 and M3 has strengthened
stability and sustainable eConomiCconslderany in recent months, while expan-

wth d qivi ful iderati sion in total domestic nonfinancial debt has
growtn, and giving careiul considerationiemained moderate on balance.

to economic, financial, and monetary The Federal Open Market Committee
developments, the Committee decidedeeks monetary and financial conditions that
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will foster price stability and promote sus-Present:

tainable growth in output. In furtherance of
these objectives, the Committee at its meet-
ing in January established ranges for growth
of M2 and M3 of 1 to 5 percent and 2 to
6 percent respectively, measured from the
fourth quarter of 1995 to the fourth quarter
of 1996. The monitoring range for growth of
total domestic nonfinancial debt was set at
3 to 7 percent for the year. The behavior of
the monetary aggregates will continue to be
evaluated in the light of progress toward
price level stability, movements in their
velocities, and developments in the economy
and financial markets.

In the implementation of policy for the
immediate future, the Committee seeks to
maintain the existing degree of pressure on
reserve positions. In the context of the Com-
mittee’s long-run objectives for price stabil-
ity and sustainable economic growth, and
giving careful consideration to economic,
financial, and monetary developments,
slightly greater reserve restraint or slightly
lesser reserve restraint would be acceptable
in the intermeeting period. The contemplated
reserve conditions are expected to be consis-
tent with moderate growth in M2 and M3
over coming months.

Votes for this action: Messrs. Greenspan,
McDonough, Boehne, Jordan, Kelley,
Lindsey, McTeer, Ms. Phillips, Mr. Stern,

and Ms. Yellen. Votes against this action:
None.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, May 21, 1996.

The meeting adjourned at 10:35 a.m.

Donald L. Kohn
Secretary

Meeting Held on
May 21, 1996

A meeting of the Federal Open Market
Committee was held in the offices of the
Board of Governors of the Federal
Reserve System in Washington, D.C.,
on Tuesday, May 21, 1996, at 9:00 a.m.

Mr. Greenspan, Chairman

Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Ms. Phillips

Mr. Stern

Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig and Melzer, and
Ms. Minehan, Presidents of
the Federal Reserve Banks of
Kansas City, St. Louis, and Boston
respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary
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Affairs, Board of Governors

Mr. Rives, First Vice President, Federal
Reserve Bank of St. Louis



Minutes of FOMC Meetings, May133

Mr. Beebe, Ms. Browne, Messrs. Davis,had been quite robust early in the year,
Dewald, Eisenbeis, Goodfriend, was showing some signs of slowing

and Hunter, Senior Vice : :
Presidents, Federal Reserve Bank'sn recent data. Consumer spending

of San Francisco, Boston, appeared to be growing at a moderate
Kansas City, St. Louis, Atlanta,  Pace; business expenditures on durable
Richmond, and Chicago equipment had registered further large
respectively gains, though new orders had flattened

Mr. A\I/t_lg, I\Iélses_d(:htengng R?ssnbaum,out; and housing demand seemed to be
Bgﬁksrgfs'céceﬁén; ,%Law Y%Srflrve holding up well despite th(_a increase ir)
and Atlanta respective|y mortgage interest rates thIS yeal’. Busi-

ness inventories, most notably in the
By unanimous vote, the minutes ofautomotive industry, had been brought
the meeting of the Federal Open Marinto better alignment with sales, and
ket Committee held on March 26, 1996jndustrial production and employment
were approved. had risen appreciably. Upward pressures
The Manager of the System Operon food and energy prices accounted for
Market Account reported on develop-somewhat larger increases in consumer
ments in foreign exchange marketgrices.
during the period March 26 through Nonfarm payroll employment was
May 20, 1996. There were no open maressentially unchanged in April after ris-
ket transactions in foreign currenciesng substantially in the first quarter;
for System account during this periodpart of the slowdown resulted from an
and thus no vote was required of theinwinding of special factors that had
Committee. boosted job growth in the first quarter.
The Manager also reported on develPayrolls continued to expand in April
opments in domestic financial marketsn retail trade; finance, insurance, and
and on System open market transactiongal estate; and the services industries.
in government securities and federaln contrast, employment in construction
agency obligations during the periodfell sharply, reversing much of the large
March 26 through May 20, 1996. Byfirst-quarter gain. In manufacturing,
unanimous vote, the Committee ratifiecemployment declined further in April
these transactions. despite the settlement of a major strike
The Committee then turned to a dis-in the automotive sector and the return
cussion of the economic and financiabf affected workers to their jobs. The
outlook and the implementation ofcivilian unemployment rate fell to
monetary policy over the intermeeting5.4 percent.
period ahead. A summary of the eco- Industrial production rebounded in
nomic and financial information avail- April from an appreciable decline in
able at the time of the meeting and oMarch. The changes in industrial out-
the Committee’s discussion is providedout over the two-month period largely
below, followed by the domestic policy reflected fluctuations in motor vehicle
directive that was approved by the Comassemblies associated with a strike and
mittee and issued to the Federal Resenits subsequent settlement. Manufactur-
Bank of New York. ing of products other than motor vehi-
The information reviewed at thiscles rose moderately in April on the
meeting suggested that economic activstrength of further large advances in the
ity had expanded moderately on balanceutput of office and computing equip-
in recent months. Final demand, whichment and of construction supplies. Utili-
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zation of total industrial capacity, which the ratio of stocks to sales was not far
had varied in recent months in conceribove historical lows. In the wholesale
with movements in production, climbedsector, inventories declined a little fur-
in April to a rate slightly above that of ther in March, reflecting a reduction
the fourth quarter of 1995. in stocks of motor vehicles, and the
Retail sales declined somewhat innventory—sales ratio remained near the
April after posting a strong gain in themiddle of its range in recent years.
first quarter. Sales of durable goodsRetail inventories also declined in
which had increased substantially in theMarch, with cuts in stocks of motor
first quarter, retraced part of thatvehicles more than accounting for the
advance in April; the drop more thandrop. The inventory—sales ratio for the
offset a further rise in sales of nondurafetail sector was near the low end of its
ble goods. Housing activity was wellrange in recent years.
sustained in April, with the run-up in  The nominal deficit on U.S. trade in
mortgage rates that began in Februargoods and services in the first quarter
having had little perceptible effect towas substantially larger than in the
date. Single-family housing starts werdourth quarter of last year. The value of
up considerably in April, and sales ofimports increased sharply in the first
new and existing homes remained briskjuarter after declining in the two previ-
in March (latest data available). ous quarters. Moreover, growth in the
Business fixed investment acceleratedalue of exports slowed considerably in
sharply in the first quarter of 1996 fol- the first quarter from the pace of other
lowing three quarters of relatively mod-recent quarters. Available data indicated
erate expansion; however, recent datdnat the performance of the economies
on orders and contracts pointed, on balef the major foreign industrial countries
ance, to some deceleration in businessas mixed in the first quarter. The
spending on both durable equipment antecovery in Japan was still under way
nonresidential structures. Much of thewhile economic activity in continental
first-quarter pickup reflected strongerEurope remained generally weak, with
spending for durable equipment; purthe German economy apparently having
chases of computing equipment re€ontracted further and the French econ-
mained robust and spending on otheomy exhibiting signs of only a modest
durable equipment increased. Nonresupturn after a fourth-quarter decline.
dential construction activity also Moderate further expansion in economic
advanced further in the first quarter;activity evidently was occurring in Can-
however, construction of office build- ada and the United Kingdom.
ings continued to lag, and construction Rising crude oil and, to a lesser
of other commercial buildings slowedextent, food prices led to somewhat
after recording strong gains for severalarger increases in consumer and pro-
years. ducer price indexes in March and April.
Business inventories declined inFor nonfood, non-energy items, how-
March after rising appreciably on aver-ever, consumer prices rose only slightly
age over January and February; invenin April after three months of somewhat
tory accumulation over the quarter adaster advances; over the twelve months
a whole was of modest proportions, agnded in April, this measure of con-
firms sought to bring stocks into bettersumer inflation increased a little less
balance with sales. In manufacturingthan the rise over the comparable year-
inventories changed little in March andearlier period. At the producer level,
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prices of finished goods other than foodvere seen by market participants as
and energy items recorded a thircdpointing to stronger growth in output
straight small increase in April. Over theand employment and therefore to a
twelve months ended in April, this mea-somewhat tighter monetary policy
sure of producer prices rose slightly lesstance than previously had been
than over the comparable year-earlieexpected. Despite the increase in bond
period. Hourly compensation of privateyields, most indexes of stock prices rose
industry workers expanded in the firston balance over the intermeeting period,
quarter at the average rate for all ofapparently reflecting generally favorable
1995; the growth was associated with dirst-quarter earnings reports and the
decline in benefit costs and a sharp risenproved economic outlook.
in wages and salaries. In foreign exchange markets, the rise
At its meeting on March 26, 1996, theof U.S. interest rates contributed to a
Committee adopted a directive thatconsiderable appreciation of the trade-
called for maintaining the existing weighted value of the dollar in terms of
degree of pressure on reserve positiorthe other G-10 currencies. The dollar was
and that did not include a presumptiorparticularly strong against the German
about the likely direction of any adjust-mark, reflecting incoming data that sug-
ments to policy during the intermeetinggested continued weakness in economic
period. The directive stated that in theactivity in Germany and, accordingly,
context of the Committee’s long-runa greater likelihood of further mone-
objectives for price stability and sustain-tary policy easing by the Bundesbank.
able economic growth, and giving care-The dollar rose less against the yen,
ful consideration to economic, financial,partly owing to information indicating a
and monetary developments, slightlystrengthening of the economic recovery
greater reserve restraint or slightly lessein Japan and heightened market expecta-
reserve restraint would be acceptabléons of a near-term tightening of mone-
during the intermeeting period. Thetary policy by the Bank of Japan.
reserve conditions associated with this Growth of M2 and M3 slowed sub-
directive were expected to be consistergtantially in April after having recorded
with moderate growth in M2 and M3 sizable increases earlier in the year.
over coming months. Weakness in demand deposits after
Open market operations were directedinusually rapid first-quarter expansion
toward maintaining the existing degreeand sluggishness in currency demand
of pressure on reserve positions throughwere factors in the slowdown. In addi-
out the intermeeting period, and the fedtion, the rise in market interest rates
eral funds rate averaged nea¥s5per- in recent months, which had increased
cent, the level expected to be associateitie opportunity costs of holding retail
with that unchanged policy stance.deposits, likely had a restraining effect
Other short-term market interest rate®n these deposits. For the year through
changed little over the period, andApril, both aggregates grew at rates
because the Committee’s decision hadomewhat above the upper bounds of
been largely anticipated in financialtheir respective ranges for the year.
markets, longer-term rates also werd&xpansion in total domestic nonfinan-
little changed initially. Over the remain- cial debt remained moderate on balance
der of the period, however, intermediateover recent months, and this aggregate
and long-term rates came under upwardtayed near the middle of its monitoring
pressure when incoming economic dataange for the year.
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The staff forecast prepared for thisally expected the expansion to slow,
meeting suggested that the economigeeping the economy close to its poten-
would remain generally around its esti-tial. Views differed to some extent with
mated potential. Consumer spendingegard to the risks surrounding such an
was expected to grow in line with dis-outlook. Some saw those risks as fairly
posable income; the favorable effecevenly balanced, given prospective
of higher equity prices on householdrestraint from the rise in bond yields and
wealth and the still-ample availability of the foreign exchange value of the dollar
credit were expected to outweigh persince early this year. Others expressed
sisting consumer concerns about jolzoncern that economic growth might
security and the influence of already-continue at a pace that could increase
high household debt burdens. Homepressures on resources, with adverse
building was projected to decline a littleimplications for inflation in an economy
in response to the recent backup in resilready operating in the neighborhood
dential mortgage rates but to remain at af its estimated long-term potential.
relatively high level because of generMoreover, faster increases in energy and
ally supportive employment and incomefood prices could contribute to higher
conditions and the still- favorable cashoverall inflation, both directly and by
flow affordability of homeownership. boosting inflationary expectations, and
Business spending on equipment anthe proposed increase in the minimum
structures was expected to grow leswage would add to cost pressures if it
rapidly in light of the projected moder- were enacted into law. Nonetheless,
ate growth of sales and profits and thevhile the chances of a pickup in infla-
lower rate of utilization of production tion later had risen to some extent, a
capacity now prevailing. The externalnumber of members emphasized that
sector was projected to exert a smalho firm evidence had surfaced thus far
restraining influence on economic activto signal that labor compensation was
ity over the projection period, evenincreasing at a faster rate or that core
though an anticipated firming of eco-inflation was worsening, and even the
nomic activity abroad would bolsterearly signs of increased pressures on
demand for U.S. exports. Little addi-costs and prices were mixed. The past
tional fiscal contraction was anticipatedfew years had witnessed significantly
over the projection period. Inflation lower cost pressures and more subdued
recently had been lifted by adversenflation than typically would have been
developments in the energy market andxperienced in earlier years with similar
was projected to remain above the levelsates of resource utilization, but whether
of recent years, given the high level ofthis favorable outcome would persist
resource utilization and the effects ofwas an open question.
tight grain supplies on food prices. Fur- Members observed that the stronger-
ther risks of inflationary pressure werethan-expected performance of the econ-
associated with a possible elevation obmy thus far this year reflected rela-
the federal minimum wage. tively rapid growth in final demand.

In their discussion of current and pro-Favorable financial conditions, notably
spective economic conditions, memberthe relatively low interest rates of the
commented that the economy had beelatter part of 1995 and early 1996 and
stronger this year than they had anticiincreases in wealth stemming from siz-
pated and appeared to be growing at able advances in stock market prices,
quite robust pace. However, they generevidently were undergirding the expan-
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sion. Indications of improving or con- underlying factors, continued growth
tinuing high levels of economic activity in consumer spending seemed likely,
were widespread across the natiomlthough members referred to develop-
according to recent anecdotal reportsents that could begin to slow such
and regional data, though agriculturagrowth over the months ahead. The lat-
conditions in many areas were cited as gr included the satisfaction of much of
significant exception. While the econ-the earlier pent-up demand for consumer
omy appeared to have solid and baldurables and fairly elevated levels of
anced momentum that pointed to suseonsumer debt. On balance, moderate
tained growth, a number of factors wereexpansion in consumer expenditures,
seen as likely to foster more moderat@erhaps in line with the growth in
expansion beginning in the second halincomes, seemed likely over the projec-
of the year. These included the effectsion period.
of higher intermediate- and long-term Business fixed investment was
interest rates on interest-sensitive sedelieved likely to remain a source of
tors of the economy such as housinggonsiderable strength in the expansion,
consumer durables, and business fixetthough growth in this sector of the econ-
investment. The appreciation of theomy also was expected to moderate
dollar over the past year and near-ternfrom the elevated pace thus far this year.
moderation in federal governmentThe desire of many business firms and
spending also were expected to exemther users of capital equipment to take
some restraint on economic activity overadvantage of new, more effective, and
the forecast horizon. Some membertess expensive computer and other tech-
also questioned the sustainability of thaologies and more generally to add fur-
performance of the stock market; a corther to capital in an effort to reduce costs
rection in this market would help toin highly competitive markets would
restrain aggregate demand. Nonethelesspntinue to underpin investment spend-
the continued strength in economidng. In addition, equity and other financ-
activity raised questions about whethemg remained available on relatively
these developments would damp deattractive terms. On the other hand, the
mand sufficiently to keep resource utili-rise in business investment in recent
zation at sustainable levels. years had brought capital stocks into
In their review of recent develop- more acceptable alignment with ex-
ments and the outlook for key sectors opected sales, damping the need for fur-
the economy, members noted that corther sizable additions.
sumer spending had strengthened con- Business firms appeared to have com-
siderably this year after a period of slugpleted, or nearly completed, their efforts
gish growth in late 1995. The recentto bring inventories into better balance
data on consumer spending were reinwith sales, including the rebuilding of
forced by anecdotal reports from vari-motor vehicle stocks after the strike at
ous parts of the country. The wealtha major manufacturer was settled in
effects from the further gains that hadMarch. On the basis of recent experi-
occurred in stock market prices, alongnce, subdued growth in inventories
with sustained increases in employmentould be anticipated in the context of the
and a ready availability of consumerprojected expansion of overall economic
financing, were seen as playing aactivity at a pace near the economy’s
positive role in boosting consumerlong-run potential. It was suggested,
expenditures. Barring changes in theskowever, that such an expectation
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implied relatively restrained inventory more rapid rise in consumer prices thus
investment in comparison with pastfar this year, and they likely would con-
cyclical patterns. Accordingly, muchtinue to add to inflation in the months
stronger growth in such investmentahead. Retail energy prices had risen
could occur, with concomitant effects onappreciably, but at least some of that
incomes and the growth of overallincrease was expected to be reversed
spending. over the near term. Retail food prices
With regard to the outlook for hous- did not yet display any significant effects
ing, the rise in mortgage rates in the pasrom the sizable rise in grain prices in
few months could be expected to retardecent months, and while some effects
residential construction activity to someon retail prices were likely, their extent
extent. Thus far, however, increasedand duration were difficult to gauge at
interest costs did not appear to have hatthis point. Moreover, it was difficult to
any perceptible effects on housing saleanticipate how much the higher food
or construction. Indeed, the housing secand energy prices might affect inflation
tor was continuing to display a goodexpectations and wage demands and
deal of strength in many parts of thethereby potentially become embedded
country. Some members observed thahore generally in the price structure.
the appreciable momentum in housing Also of concern to the members were
activity reflected strength in the under-the possible effects on inflation of con-
lying fundamentals, including continuedtinued pressures on resources, especially
affordability, that seemed likely to sus-if the current pace of the expansion
tain a high level of housing constructionshould fail to moderate as much as pro-
for a considerable period of time despitgected. In recent years, the relationship
somewhat higher mortgage rates. between resource use and inflation had
In the area of fiscal policy, legislative not followed earlier patterns. In particu-
agreement had not yet been reached dar, increases in labor compensation had
how to implement the objective of abeen comparatively subdued over an
balanced federal budget over time, buéxtended period of what seemed to be
decisions covering the nearer ternrelatively full employment highlighted
implied continued budget restraint. Onby anecdotal reports of scarcities of vari-
the foreign trade side of the economypus types of labor in numerous parts
an anticipated firming of economic con-of the country. In part, worker willing-
ditions abroad would provide impetus toness to accept comparatively limited
real net exports. At the same time, howincreases in compensation could be
ever, imports were expected to riseattributed to the apparent rise in insecu-
appreciably in response to the expansiority about the permanence of jobs or the
of domestic economic activity and theavailability of alternative jobs, but the
appreciation of the dollar, and on bal-reasons were not fully understood. From
ance the external sector probably wouldhe standpoint of the inflation outlook, it
not be boosting real GDP. therefore was uncertain how long the
The outlook for inflation was of key period of relatively restrained increases
importance to the formulation of mone-in labor compensation would last.
tary policy at this time, but it was Against this background, a number of
clouded by substantial uncertainty. Onenembers indicated that they perceived
source of uncertainty was the behavioan appreciable risk of rising labor costs
of food and energy prices. Increases imnd related inflation, even though there
these prices largely accounted for thevas little evidence to date of such devel-
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opments; others noted that they couldate of inflation that, if it were to materi-
not rule out the possibility that the favor-alize, would be difficult and costly to
able experience would be extended. reverse. In this regard, the view was
In the Committee’s discussion of pol-expressed that a firming in policy sooner
icy for the intermeeting period ahead, allrather than later was likely to end up
the members supported a proposal tpromoting stability in output and prices.
maintain an unchanged degree of pres- In the Committee’s discussion of pos-
sure in reserve markets. The membersible intermeeting adjustments to policy,
agreed that the balance of risks on inflaall the members indicated at least some
tion had shifted substantially since earlypreference for retaining a symmetric
in the year. At that time, the economydirective. Members commented that the
had seemed sluggish and inflation waprobability of developments during this
seen as possibly easing, but more recepteriod that would warrant a change in
developments indicated that the econpolicy before the next meeting was quite
omy was stronger and rising inflationlow. Moreover, symmetry did not rule
down the road could not be ruled outout an intermeeting adjustment, and the
Nonetheless, while policy might need toChairman could call for a Committee
be firmed at some point to head offconsultation should the incoming infor-
emerging inflation pressures, financiamation raise questions about the stance
conditions were not so obviously stimu-of monetary policy. Some members felt
lative as to counsel a need for anythat it was especially appropriate that a
immediate tightening of policy. The realpolicy action that represented a reversal
federal funds rate probably was nobf the previous move be made with a
greatly out of line with its appropriate full discussion at a regular meeting.
level, and the rise in longer-term interesSome members also commented that an
rates and the exchange rate meant thasymmetric directive toward restraint
financial conditions were now exertingwould imply a predisposition on the part
more restraint than earlier this yearof the Committee to tighten policy at
More information might provide a bet- some point, possibly at the next meet-
ter sense of how the higher interestng. While they would be prepared to
rates were affecting aggregate demanthke such a step if the evidence war-
and perhaps also help—to a smaltanted, their preference was to come
degree—to shed light on the considerinto the July meeting without such a
able uncertainties surrounding the relapresumption.
tionship of output to inflation. In any At the conclusion of the Committee’s
event, actual inflation data—apart fromdiscussion, all the members indicated a
food and energy prices—and many ofreference for a directive that called for
the usual early warning signs of mount-maintaining the existing degree of pres-
ing price pressures did not yet indicate &ure on reserve positions and that did
pickup in the underlying trend of prices.not include a presumption about the
Accordingly, the members viewed pol-likely direction of any adjustments to
icy as appropriately positioned undemolicy during the intermeeting period.
current circumstances, though ongoind\ccordingly, in the context of the Com-
developments would need to be reasmittee’s long-run objectives for price
sessed at the upcoming meeting in earlgtability and sustainable economic
July. Some members noted that thgrowth, and giving careful consideration
Committee would need to anticipateto economic, financial, and monetary
and act to preclude, a rise in the cor@evelopments, the Committee decided
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that slightly greater or slightly lesser The Federal Open Market Committee
reserve restraint would be acceptabléeeks monetary and financial conditions that

; ; ; ; will foster price stability and promote sus-
during the intermeeting period. The.tainable growth in output. In furtherance of

reserve conditions contemplated at thig,eqe objectives, the Committee at its meet-
meeting were expected to be consisterig in January established ranges for growth
with moderate growth in M2 and M3 of M2 and M3 of 1 to 5 percent and 2 to
over coming months. 6 percent respectively, measured from the
At the conclusion of the meeting, thefourth quarter of 1995 to the fourth quarter

of 1996. The monitoring range for growth of
Federal Reserve Bank of New York Wajjotal domestic nonfinancial debt was set at

authorized and directed, until instructec to 7 percent for the year. The behavior of
otherwise by the Committee, to executehe monetary aggregates will continue to be
transactions in the System Accoungvaluated in the light of progress toward
in accordance with the following domes-Price _t!e"e' Sg"’(‘jb'“t{' movetm.e”ttﬁ in their
: : . . velocities, and developments in the economy
tic policy directive: and financial markets.

In the implementation of policy for the

The information reviewed at this meetingimmediate future, the Committee seeks to
suggests that, on balance, economic activityhaintain the existing degree of pressure on
has grown moderately in recent monthsreserve positions. In the context of the Com-
Nonfarm payroll employment changed lit-mittee’'s long-run objectives for price sta-
tle in April after rising substantially in the bility and sustainable economic growth, and
first quarter; the civilian unemployment rategiving careful consideration to economic,
fell to 5.4 percent. Industrial production financial, and monetary developments,
increased sharply in April, largely reflectingslightly greater reserve restraint or slightly
a rebound in motor vehicle assemblies aftelesser reserve restraint would be acceptable
a strike in March. Retail sales declined somein the intermeeting period. The contemplated
what in April after posting a strong gain in reserve conditions are expected to be consis-
the first quarter. Single-family housing startstent with moderate growth in M2 and M3
rose considerably in April. Orders and con-over coming months.
tracts point to some deceleration in spending
on business equipment and nonresidential Votes for this action: Messrs. Greenspan,
structures after a very rapid expansion in the McDonough, Boehne, Jordan, Kelley,
first quarter. The nominal deficit on U.S. Lindsey, McTeer, Ms. Phillips, Mr. Stern,
trade in goods and services widened signifi- and Ms. Yellen. Votes against this action:
cantly in the first quarter from its rate in the None.
fourth quarter of last year. Upward pressures

on food and energy prices have led to some- |1 \was agreed that the next meeting

what larger increases in the consumer pric :
index over recent months. of the Committee would be held on

Short-term market interest rates havel Uesday—Wednesday, July 2—-3, 1996.
changed little while long-term rates have The meeting adjourned at 1:15 p.m.
risen somewhat further since the Committee
meeting on March 26. In foreign exchange
markets, the trade-weighted value of the dol- Doréeggrléialiohn
lar in terms of the other G-10 currencies has y
appreciated considerably over the intermeet-
ing period.

Growth of M2 and M3 slowed substan-\jeeting Held on
tially in April after recording sizable ulv 2—3. 1996
increases earlier in the year. For the yea\;| y ’

through April, both aggregates grew at rate :
somewhat above the upper bounds of the% meeting of the Federal Open Market

| . : .
respective ranges for the year. Expansion i#omm'ttee was held in the offices of
total domestic nonfinancial debt remainedhe Board of Governors of the Federal

moderate on balance over recent months. Reserve System in Washington, D.C.,



Minutes of FOMC Meetings, Julyl41

on Tuesday, July 2, 1996, at 1:00 p.m.
and continued on Wednesday, July 3,
1996, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Jordan
Mr. Kelley
Mr. Lindsey
Mr. McTeer
Mr. Meyer
Ms. Phillips
Ms. Rivlin
Mr. Stern
Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members of
the Federal Open Market
Committee

Messrs. Hoenig and Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and Boston
respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. D. Lindsey, Mishkin, Promisel,
Rolnick, Rosenblum, Siegman,
Simpson, Sniderman, and

Messrs. Madigan and Slifman,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Mr. Brayton? Ms. Johnsort,

Messrs. Reinhart and Smith,
Assistant Directors, Divisions

of Research and Statistics,
International Finance, Monetary
Affairs, and International Finance
respectively, Board of Governors

Ms. Kuskdt and Mr. Wilcox# Senior
Economists, Divisions of Research
and Statistics and Monetary
Affairs respectively, Board of
Governors

Ms. Garrett, Economist, Division of
Monetary Affairs, Board of
Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Ms. Holcomb, First Vice President,
Federal Reserve Bank of Dallas

Mr. Beebe, Ms. Browne, Messrs. Davis,
Dewald, Eisenbeis, Goodfriend,
and Hunter, Senior Vice
Presidents, Federal Reserve Banks
of San Francisco, Boston,
Kansas City, St. Louis, Atlanta,
Richmond, and Chicago
respectively

Messrs. Kos and Meyer, Vice
Presidents, Federal Reserve Banks
of New York and Philadelphia
respectively

By unanimous vote, the minutes of
the meeting of the Federal Open Market

Stockton, Associate Economists Committee held on May 21, 1996, were
approved.

Mr. Fisher, Manager, System Open

The Manager of the System Open

Market Account Market Account reported on recent

Mr. Winn,3 Assistant to the Board,
Office of Board Members,
Board of Governors

Mr. Ettin, Deputy Director, Division of

developments in foreign exchange mar-
kets. There were no open market trans-

4. Attended portion of the meeting relating to

Research and Statistics, Board of the Committee’s discussion of the economic out-
Governors look and its longer-run growth ranges for the
e monetary and debt aggregates.
3. Attended portion of meeting concerning 5. Attended portion of the meeting relating
issues relating to the long-run price objective forto the Committee’s review of its swap line
monetary policy. agreements.
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actions in foreign currencies for Systemndustries, while employment in manu-
account during the period since thefacturing was stable on balance over the
meeting on May 21, 1996, and thus ndApril-May period after having declined
vote was required of the Committee.  somewhat in 1995 and the first quarter
The Manager also reported on recendf 1996. The civilian unemployment
developments in domestic financial marrate rose in May to 5.6 percent, which
kets and on System open market transwvas the average rate for the year to date.
actions in U.S. government securities Industrial production increased appre-
and federal agency obligations duringciably further in May. In contrast to
the period May 21, 1996, throughApril's advance, much of which had
July 2, 1996. By unanimous vote, theresulted from the resumption of opera-
Committee ratified these transactions. tions at a major motor vehicle manufac-
The Committee then turned to a disturer after the settlement of a strike, the
cussion of the economic and financiaMay rise largely reflected gains in a
outlook, the ranges for the growth ofwide range of non-auto-related manu-
money and debt in 1996 and 1997, anéacturing industries as well as a weather-
the implementation of monetary policyrelated jump in electricity generation.
over the intermeeting period ahead. AThe surge in overall output lifted total
summary of the economic and financialtilization of industrial capacity some-
information available at the time of thewhat above the average rate recorded
meeting and of the Committee’s discusduring the previous two quarters.
sion is provided below, followed by the Total nominal retail sales surged in
domestic policy directive that was ap-May after having changed little in April;
proved by the Committee and issued tdhe increase in sales, coupled with avail-
the Federal Reserve Bank of New York.able information on prices, suggested
The information reviewed at thisthat real consumer spending on goods
meeting suggested that economic activhad risen substantially on balance since
ity advanced considerably further inthe first quarter. Recent data (available
the second quarter, although growth irthrough April) indicated that spending
aggregate final demand showed somen services had increased moderately on
signs of slowing. Consumer spendinghalance in recent months. Single-family
continued to post sizable gains, buhousing starts fell considerably in May
business investment in equipment anéfom the relatively high April level. The
structures apparently was rising lesslecline suggested that the rise in mort-
vigorously, and higher mortgage rategage rates in recent months had begun
evidently were starting to exert someto damp construction activity, but indi-
restraint on housing construction activ-cators of housing demand, such as sales
ity. Business inventories had beerof new and existing homes, remained
brought into better balance with salesrelatively robust.
and production and employment had Growth in business expenditures on
risen appreciably. Upward pressures odurable equipment and nonresidential
food and energy prices had led to somestructures appeared to be slowing fol-
what larger increases in the consumeowing a surge in outlays in the first
price index over recent months. quarter. In May, shipments of nonde-
Nonfarm payroll employment contin- fense capital goods rebounded from the
ued to expand briskly over April and substantial decline in April; however,
May. Job gains were concentrated irexcluding movements in the volatile air-
the service-producing and constructiorcraft category, shipments were down on
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balance over the two months. Amongappeared to have expanded moderately
the major components, shipments obn balance since the beginning of the
both computing and communicationsyear. In the first quarter, economic per-
equipment fell sharply in April and formance ranged from unexpectedly
retraced only part of that decline in May.robust in Japan to further weakness in
Recent data on new orders pointed t&ermany; the limited data available for
more modest increases in spending othe second quarter suggested a slow-
business equipment over the monthdown in Japan, a bounceback in Ger-
ahead. Nonresidential building activitymany, and moderate growth in other
increased considerably further in Aprilmajor trading partners.

(latest data available), but incoming Although upward pressures on energy
information on contracts suggested thaprices continued to boost overall con-
growth in nonresidential constructionsumer prices in April and May, price
would weaken somewhat in comingincreases for nonfood, non-energy items
months. remained small. Over the twelve months

Businesses had made considerablended in May, the increase in core con-
progress in recent months in bringingsumer prices was appreciably smaller
their inventories into better alignmentthan in the previous twelve-month
with sales. In manufacturing, stocks ros@eriod; much of the deceleration
moderately in April after a decline in reflected swings in automobile finance
March. The stock-to-shipments ratiocharges. At the producer level, higher
dropped further in April and was at aprices for finished energy goods over
low level. At the wholesale trade level, April and May were partially offset by
inventory accumulation was appreciablsslightly lower prices for finished foods;
in April after several months of modestprices for nonfood, non-energy finished
growth. The inventory-to-sales ratio forgoods were little changed over the two-
this sector edged up in April but month period and rose less over the
remained well below the elevated leveldwelve months ended in May than in the
of last fall. Retail inventories increasedcomparable year-earlier period. Data on
slightly in April after a large decline average hourly earnings of production
in March associated with a substantiahnd nonsupervisory workers indicated
liquidation of motor vehicle stocks. Thethat this measure of labor costs had
aggregate ratio of inventories to saleincreased by a somewhat larger amount
for retail establishments was around thén the year ended in May than in the
lower end of its range in recent years. comparable year-earlier period.

The nominal deficit on U.S. trade in At its meeting on May 21, 1996, the
goods and services widened in AprilCommittee adopted a directive that
from its rate in the first quarter, reflect-called for maintaining the existing
ing a slightly larger increase in the valuedegree of pressure on reserve positions
of imports than in that of exports. Theand that did not include a presumption
expansion in imports was concentrate@bout the likely direction of any adjust-
in oil as U.S. refiners sought to meetments to policy during the intermeeting
growing domestic demand and rebuildperiod. The directive stated that in the
their inventories. The rise in exports waontext of the Committee’s long-run
broadly based, although exports of comebjectives for price stability and sustain-
puters, semiconductors, and automotivable economic growth, and giving care-
products edged off. Economic activityful consideration to economic, financial,
in the major foreign industrial countriesand monetary developments, slightly
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greater reserve restraint or slightly lesseweakness in M2 and M3 was associated
reserve restraint would be acceptablen part with the adverse effects of the
during the intermeeting period. Theearlier rise in market interest rates on
reserve conditions associated with thishe opportunity costs of holding depos-
directive were expected to be consisterits. Deposit balances also may have been
with moderate growth in M2 and M3 drawn down to meet unusually large
over coming months. individual tax liabilities on the April 15
Open market operations were directedax date. Partial data for June pointed to
toward maintaining the existing degreea rebound in both aggregates. For the
of pressure on reserve positions throughyear through June, these aggregates
out the intermeeting period. The federalvere estimated to have grown at rates
funds rate averaged nead/s5percent, around the upper bounds of their respec-
the level expected to be associated witlive annual ranges. Expansion of total
the unchanged policy stance. Becausgomestic nonfinancial debt had slowed
the Committee’s decision had beersomewhat in recent months, but the debt
largely anticipated in financial markets,aggregate had remained in the middle
other market interest rates also wer@ortion of its annual range.
little changed during the early part of The staff forecast prepared for this
the period. However, market ratesmeeting suggested that, after a sizable
increased appreciably following theadvance in economic activity in the sec-
release of a strong employment report iond quarter, growth would moderate and
early June, though most of that rise washe economy would expand around or
later retraced as expectations of neaperhaps a little above its estimated
term tightening of monetary policy potential. Consumer spending was pro-
diminished. On balance, most markejected to expand at a more moderate
rates were up a little over the intermeetpace, in line with disposable income; the
ing period. Major indexes of stock favorable effect of higher equity prices
prices were down on balance over the@n household wealth and the still-ample
period. availability of credit were expected to
In foreign exchange markets, thebalance persisting consumer concerns
trade-weighted value of the dollar inabout job and retirement security and
terms of the other G-10 currencieshe restraining effect of high household
depreciated slightly over the intermeetdebt burdens. Homebuilding was fore-
ing period. The dollar declined againstcast to slow somewhat in response to the
the German mark and other Europeaback-up in residential mortgage rates but
currencies as growing indications of avas expected to remain at a relatively
recent pickup in economic activity in high level in the context of sustained
Germany damped market expectationsicome growth and the still-favorable
of any further easing of monetary policycash flow affordability of home owner-
by the Bundesbank. By contrast, theship. Business spending on equipment
dollar rose against the yen in apparenand structures was projected to grow
response to a series of statements Hgss rapidly in light of the anticipated
Japanese officials suggesting that themaoderate growth of sales and profits and
would be no near-term firming of Japa-the reduced rate of utilization of produc-
nese monetary policy. tion capacity now prevailing. The exter-
The broad monetary aggregates werpal sector was expected to exert a small
weak in May: M2 declined, and M3 restraining influence on economic activ-
expanded relatively sluggishly. Theity over the projection period, even
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though an anticipated firming of eco-might be trending higher, although key
nomic activity abroad would bolster measures of price inflation, excluding
demand for U.S. exports. Little furthertheir food and energy components, con-
fiscal contraction was forecast over thainued to display a flat or even a declin-
projection period. Inflation recently hading trend.
been lifted by adverse developments in In keeping with the practice at meet-
energy markets and was projected tings when the Committee sets its long-
remain above the levels of recent yeargun ranges for the money and debt
given the still-high level of resource uti- aggregates, the members of the Commit-
lization and the effects of tight graintee and the Federal Reserve Bank presi-
supplies on food prices. dents not currently serving as members
In the Committee’s discussion of cur-provided individual projections of the
rent and prospective economic develgrowth in real and nominal GDP, the
opments, members commented on thete of unemployment, and the rate of
stronger-than-expected expansion imflation for the years 1996 and 1997.
overall economic activity in recent(The ranges in this paragraph take into
months, but for a variety of reasons theyaccount minor revisions made by a few
anticipated that growth would slowmembers subsequent to the meeting.)
appreciably over the second half of thelhe forecasts of the rate of expansion
year to a pace more in line with thein real GDP for 1996 as a whole had a
growth in the economy’s potential. Keycentral tendency of 2 to 2% percent,
factors bearing on this outlook includedreflecting expectations of considerable
the prospective effects of the rise inmoderation in the rate of economic
interest rates and the dollar that hadjrowth over the second half of the year;
occurred since earlier in the year and théor 1997, the projections centered on
waning influence of transitory factorscontinued moderate growth of GDP in a
that had stimulated economic activity inrange of ¥4 to 2¥4 percent. With regard
the second quarter. The members genete the expansion of nominal GDP, the
ally agreed, however, that, apart fronforecasts were concentrated in growth
evidence of some moderation in theanges of 5 to % percent for 1996 and
growth of business investment expendi4¥s to 5 percent for 1997. The civilian
tures from a very rapid pace, there wereate of unemployment associated with
few hard indications of a slowing in thethese forecasts was expected by most
expansion and the risks were clearly tanembers to remain around/bpercent
the upside of their current forecaststhis year and to be in a range o¥5to
Against that background, they were con5%s percent in 1997. This level of
cerned that inflation could begin to riseresource utilization was expected to be
Cost and price pressures had been suassociated with a slightly higher rate of
prisingly well contained at high levelsinflation in 1996, as measured by the
of resource utilization, but this unusu-consumer price index, than that recorded
ally favorable performance might notin 1995 owing to developments in the
be sustained, and in any event evefood and energy sectors, but a decline
greater resource utilization, as wouldvas anticipated in 1997. Specifically,
occur if growth did not moderate appre-the projections converged on rates of
ciably, carried substantial inflation risk.3 to 3Ys percent in 1996 and32 to
There were some scattered indication8 percent in 1997. The projections for
in statistical and anecdotal reports thaboth 1996 and 1997 were based on indi-
tended to suggest that wage inflatiorvidual views concerning what would be
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an appropriate monetary policy over the Housing was seen as another impor-
projection horizon. tant sector of the economy that was
In their assessment of factors bearindikely to exert a retarding effect on the
on the outlook for final demand, mem-expansion as the rise that had occurred
bers commented that growth in conin mortgage interest rates was felt
sumer spending was likely to moderateéncreasingly in housing markets. The
in coming quarters from its pace thus famnecdotal information from around the
this year. This moderation would reflectnation and the available statistics sug-
the projected slowing in income growth.gested, however, that those markets
While overall employment conditions, generally had remained surprisingly
the buildup of household net worth, andebullient thus far, and there were only
access to financing would bolster confimited indications of some softening in
sumer expenditures, members also citeldlome construction activity.
a number of limiting factors. The lat- Business inventory investment was
ter included the increase in consumeviewed as a key upside risk in the eco-
indebtedness, satisfaction of earlienomic outlook for coming quarters. An
pent-up demand for consumer durablénventory overhang at the end of last
goods, and continuing concern about jolyear had been corrected in the first quar-
security. Higher interest rates also werger, and inventory investment was indi-
expected to exert an inhibiting effect oncated to have turned positive again in
purchases of consumer durables, includhe second quarter. However, current
ing those related to housing. Someénventory-to-sales ratios appeared to
members observed that while slowebe relatively lean, and final sales that
growth in consumer spending was thexceeded current expectations might
most probable forecast, they saw anvell induce a sharp upward adjustment
upside risk from the wealth effects ofin inventory accumulation, especially if
the large rise that had occurred in thdead times were to lengthen and produc-
value of stock market holdings. ers perceived shortfalls in their safety
Business expenditures for plant andtocks.
equipment were expected to grow at a Members viewed the outlook for
slower though still appreciable paceinflation as a source of substantial uncer-
Indeed, such spending already appearddinty in their forecasts, though many
to be moderating. Contract data sugsaw reasonable prospects that a rate
gested that nonresidential constructiolf economic expansion in line with their
activity was on a slowing growth tra- forecasts and associated levels of capac-
jectory and expansion of outlays fority utilization would prove to be con-
producers’ durable equipment also apsistent with little change in the core
peared to have softened. Given the outate of inflation. Some important mea-
look for slower growth in final demand, sures of price inflation, after adjust-
many businesses would not have tenent to exclude their volatile food and
add significantly to capacity. However,energy components, had shown a flat
spending for computing equipment,or even a declining trend in recent
while perhaps moderating from thequarters. The outlook for overall price
exceptional pace of recent quarters, waisicreases would remain contingent in
thought likely to remain buoyant as con-part on food and energy price devel-
tinuing innovations and declining pricesopments, but more importantly on
stimulated further solid gains in this seg-underlying cost pressures in the
ment of business spending. economy.
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Several members commented that thievel presented difficult problems for
levels of utilization of capital and labor assessing progress toward price stabil-
resources that had prevailed over thé&y. Some also observed that the precise
past couple of years would have beetevel of average price inflation that
expected, on the basis of historical patmight be compatible with the optimal
terns, to foster rising cost pressures anflinctioning of the economy was an
greater inflation. However, labor com-unsettled issue owing, for example, to
pensation gains had been subdued ipotential rigidities in labor markets.
relation to earlier cyclical experience, Thus far, such rigidities had not
likely as a consequence of increase@mpeded the economy from functioning
worker concerns about job security angit a very high level as inflation came
job opportunities. Despite the continueddown, and continued adaptation to even
low rate of unemployment and wide-lower inflation rates was very likely.
spread anecdotal reports of tight laboHowever, the Committee would need to
markets across the country, there werpay careful attention to these potential
only limited indications in national data problems as inflation fell further. For
that wage inflation might be increasing.now, the members agreed that some
Whether greater labor cost pressureadditional progress in reducing inflation
would emerge in the context of thewas very likely to improve the ultimate
members’ consensus forecast for ecgerformance of the economy, and that it
nomic activity was a critical issue in thewas particularly important at this junc-
outlook for prices, though it was notedture to resist firmly any tendency for
that at least some of the rising costsnflation to worsen.
were likely to be absorbed in shrinking In keeping with the requirements of
profit margins. Even if greater pricethe Full Employment and Balanced
inflation were averted under that sceGrowth Act of 1978 (the Humphrey—
nario, the members saw a substantidhawkins Act), the Committee at this
risk that if economic growth did not meeting reviewed the ranges for growth
slow in line with their current forecasts, of the monetary and debt aggregates that
the resulting added pressures on rdt had established in January for 1996,
sources would at some point translatand it decided on tentative ranges for
into higher price inflation. Accordingly, those aggregates for 1997. The current
the factors bearing on the outlook forranges set in January for the period from
resource use and inflation needed to bihe fourth quarter of 1995 to the fourth
monitored with special care in thisquarter of 1996 were unchanged from
period. the ranges for 1995 and included expan-

With regard to inflation over the long sion of 1 to 5 percent for M2 and 2 to
run, the members agreed that it wa$ percent for M3. An unchanged moni-
essential for the Committee to continudoring range of 3 to 7 percent was set in
to focus on reducing inflation overJanuary for growth of total domestic
time because the achievement of an evamnfinancial debt in 1996.
less inflationary economic environ- A majority of the members favored
ment would foster a more productiveretaining the current ranges for this year
economy and maximum sustainableand extending them on a provisional
economic expansion. The memberdasis to 1997. They anticipated that
acknowledged that as inflation dimin-growth of M2 and M3 probably would
ished to very low levels, questions aboutontinue at rates close to the upper limit
the measurement of the overall priceof their respective ranges in both years,
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given the Committee’s expectations foreconomic outcomes for the period cov-
the performance of the economy andred by the ranges. They believed that
prices. However, despite a degree ofhe reasons for establishing the higher
concern about setting ranges that did naanges could readily be explained and
more comfortably encompass expectednderstood as appropriate technical
growth, these members preferred not tadjustments that did not imply any less-
change the ranges for a variety of reaened commitment to the Committee’s
sons. The current ranges for the broagrice stability goal. For example, such
monetary aggregates could be viewedn explanation appeared to have been
as anchors or benchmarks for monewccepted with little or no comment by
growth that would be associated withthe public when the range for M3 was
approximate price stability and sus-increased in July 1995.
tained economic growth, assuming The Committee members were unani-
behavior of velocity in line with histori- mously in favor of retaining the current
cal experience. Accordingly, a reaffir-monitoring range of 3 to 7 percent for
mation of those ranges would undergrowth of total domestic nonfinancial
score the Committee’s commitment to alebt in 1996 and extending that range
policy of achieving price stability over on a provisional basis to 1997. They
time; and in the view of some memberstook account of a staff projection indi-
higher ranges could raise questions igating that growth of the debt aggregate
this regard. Moreover, a change in thevas likely to slow somewhat from its
ranges might be misinterpreted as a sigpace earlier this year in line with some
nal of greater reliance on the broadmoderation in the expansion of nhominal
monetary aggregates in the formulatioincome. According to the staff projec-
and conduct of monetary policy. In thistion, growth in the debt measure would
connection, the members noted that thbe near the midpoint of the existing
behavior of M2 in relation to nominal range over the period through 1997.
GDP and interest rates had displayed At the conclusion of this discussion,
a pattern over the past two years or sthe Committee voted to reaffirm the
that was in line with historical norms ranges for growth of M2 and M3 and the
before the 1990s. However, in lightmonitoring range for expansion of total
of difficulties in the early 1990s and domestic nonfinancial debt that it had
changes in financial markets, the proestablished in January for 1996. For the
spective growth of M2 and its velocity year 1997, the Committee approved
remained subject to considerable uncemprovisional ranges for M2 and M3 and a
tainty and the members felt that itprovisional monitoring range for total
would be premature for the Committeedomestic nonfinancial debt that were
to place increased reliance on M2 at thisinchanged from the 1996 ranges. In
point. keeping with its usual procedure under
A few members preferred somewhathe Humphrey—Hawkins Act, the Com-
higher growth ranges for M2 and M3mittee would review its preliminary
because such ranges would more comranges for 1997 early next year, or
fortably surround the Committee’ssooner if interim conditions warranted,
expectations for monetary growth. Thein light of their growth and velocity
higher ranges would be more informa-behavior and ongoing economic and
tive for the Congress and the public aginancial developments. Accordingly,
to the money growth likely to be asso-the Committee voted to incorporate the
ciated with the Committee’s expectedfollowing statement regarding the 1996
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and 1997 ranges in its domestic policyeasily be explained and understood as a
directive: technical adjustment that did not repre-
sent a reduced commitment to the goal
The Federal Open Market Committeeof price stability or an increased empha-

seeks monetary and financial conditions thag; ; ;
will foster price stability and promote sus-aéIS on the monetary aggregates in policy

tainable growth in output. In furtherance Offormulatlon. . . .
these objectives, the Committee reaffrmed In the Committee’s discussion of pol-
at this meeting the ranges it had establisheity for the intermeeting period ahead,

in January for growth of M2 and M3 of 1 to all but one of the members supported
5 percent and 2 to 6 percent respectively, proposal to maintain an unchanged

measured from the fourth quarter of 1995 tq_ . g
the fourth quarter of 1996. The monitorinc‘sjopoIICy stance. These members also indi-

range for growth of total domestic nonfinan-cated that they preferred or could accept
cial debt was maintained at 3 to 7 percent foRn asymmetric directive that was biased

the year. For 1997 the Committee agreed otoward restraint. In their view, the most

tentative ranges for monetary growth, meatikely outcome was a slowing of the

sured from the fourth quarter of 1996 to the : ;
fourth quarter of 1997, of 1 to 5 percent foreXpansion to a more sustainable pace

M2 and 2 to 6 percent for M3. The Commit- @nd & continuation of subdued inflation.
tee provisionally set the associated monitorNevertheless, they were concerned that
ing range for growth of total domestic non-the risks to that outcome were tilted
financial debt at 3 to 7 percent for 1997. Theoward higher inflation. While a strong
behavior of the monetary aggregates W'”economy generally was a welcome

continue to be evaluated in the light ofd | t t £ | "
progress toward price level stability, move- evelopment, at current levels o

ments in their velocities, and development§esource use a continuation of rapid
in the economy and financial markets. growth was not likely to be sustainable
Votes for this action: M G because it would have the potential for
otes for this action: viessrs. reenspangdding significantly to inflation pres-
D EO, e KeheYsures. However, inflaion had remained
and Mr. Stern. Votes against this actionflatively damped thus far, and the rise
MTr. I_indsey and Ms. Yellen. In interest rates among other factors was
expected to curb demand. Moreover, any
Mr. Lindsey and Ms. Yellen dissentedtendency for price pressures to mount
because they preferred somewhat highevas likely to emerge only gradually
ranges for M2 and M3 growth in 1996and be reversible through a relatively
and 1997. The central tendencies of thémited policy adjustment. The current
members’ forecasts of nominal GDP forstance of monetary policy could not be
the two years were likely to be associ-described in this view as clearly accom-
ated with growth of the broad monetarymodative. While the federal funds rate
aggregates at rates around the top of thead been reduced appreciably in nomi-
current ranges. Somewhat higher rangasal terms over the past year, its current
would more comfortably encompass thdevel on an inflation-adjusted basis
anticipated growth of the monetaryseemed to be only marginally below its
aggregates and in their view would conpeak prior to mid-1995. In the circum-
form more closely with the provisions stances, the Committee could afford to
and intent of the Federal Reserve Actvait for more evidence to see whether
that require the System to communicatadditional inflation pressures were likely
its objectives and plans for monetaryto develop. A number of key economic
growth to the Congress. They believediata would become available over the
the reasons for raising the ranges couldext several weeks that would provide a
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much better basis for assessing thsible firming of reserve conditions dur-
economy’s momentum over the seconéhg the intermeeting period. Accord-
half of the year and the outlook foringly, in the context of the Committee’s
inflation. long-run objectives for price stability
A differing view gave more emphasisand sustainable economic growth, and
to prospects for rising inflation and thegiving careful consideration to eco-
need for immediate action to forestallnomic, financial, and monetary devel-
a buildup of cost and price pressure®pments, the Committee decided that
before they undermined the expansionrsomewhat greater reserve restraint
There was little firm evidence that eco-would be acceptable and slightly lesser
nomic growth was slowing and reportsreserve restraint might be acceptable
of appreciable wage pressures werduring the intermeeting period. The
increasing. Inflation expectations perteserve conditions contemplated at this
sisted in financial markets, and probablyneeting were expected to be consistent
in product and labor markets as well; ifwith moderate growth of M2 and M3
they were allowed to worsen, the Com-over coming months.
mittee’s long-run goal of price stability At the conclusion of the meeting, the
would become much more difficult to Federal Reserve Bank of New York was
achieve. Delaying action risked the neecuthorized and directed, until instructed
for a greater adjustment in policy at aotherwise by the Committee, to execute
later date with possible disruption to thetransactions in the System Account in
economy. accordance with the following domestic
Members observed that an asymmetpolicy directive:
ric directive would represent a shift from
the symmetric directives that had been The information reviewed at this meeting
adopted over the st year butwould ERUSHESES 1, SCoTome, 2oy s
n keeplng with t_he|r assessments of th%ut increasgs in final demand showeqd some
risks of higher inflation. Several com-giyng of moderation. Nonfarm payroll em-
mented that an asymmetric directive dighioyment was up substantially in April and
not imply a commitment to tighten May; the civilian unemployment rate rose to
monetary policy at some point, whethei5.6 percent in May. Industrial production
during the intermeeting period or at aincreased appreciably further in May, reflect-

: T Ing gains across a wide range of industries.
future meeting, but it did imply the needReaI consumer spending rose substantially

for.speqal V|g_|lance. Some noted that &, pajance over April and May. Single-
policy tightening action could tend to family housing starts fell considerably in
have a more pronounced effect thamay from a relatively high level in April.
usual because it would indicate a shift irf@rders and contracts point to some decelera-
the direction of policy and might gener_tlon in spending on business equipment and

: - . nonresidential structures after a very rapid
ate expectations of further tlghtenlng'e><pansion earlier in the year. The nominal

Under the circumstances, the CommMityeficit on U.S. trade in goods and services
tee would consult in some way beforewidened in April from its rate in the first
any policy tightening was undertaken. quarter. Upward pressures on food and
At the conclusion of the Committee’s energy prices have led to somewhat larger
discussion. all but one member indiincreases in the consumer price index over

: . cent months.
cated that they supported a directive tha{FMost market interest rates have edged

called for maintaining the existing higher since the Committee meeting on
degree of pressure on reserve positiongay 21. In foreign exchange markets, the
and that included a bias toward the postrade-weighted value of the dollar in terms
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of the other G-10 currencies has depreciated Phillips, Rivlin, and Yellen. Vote against
slightly over the intermeeting period. this action: Mr. Stern.

M2 declined in May, though partial data
for June pointed to a rebound. Growth of M3 Mr. Stern dissented because he was

was relatively sluggish in May but also cqnyinced that a modestly more restric-
appears to have turned up in June. For thg'I

year through June, both aggregates are estl”® policy was warranted. In his view,
mated to have grown at rates around théh€ momentum of the economy and
upper bounds of their respective ranges fostrains on capacity in labor and some
the year. Expansion in total domestic nonother markets raised the possibility of
financial debt has been moderate on balanggn acceleration of inflation that would
over recent months and has remained in thfeopardize the economic expansion. This

m'$ﬂ|: F;:oggg?a?f gspg?]ng&érket CommitteeCONCENM aside, Mr. Stern also believed

seeks monetary and financial conditions thahat current circumstances were favor-
will foster price stability and promote sus-able for policy action to reduce infla-
tainable growth in output. In furtherance oftion further and thereby help to sus-

these objectives, the Committee reaffirmedqin the ongoing improvement in the
at this meeting the ranges it had eStab"Shegionomy

in January for growth of M2 and M3 of 1 to . .

5 percent and 2 to 6 percent respectively, As a prelude to its fo.rmal review later

measured from the fourth quarter of 1995 tdn the year, the Committee at this meet-
the fourth quarter of 1996. The monitoringing considered its existing network of

range for growth of total domestic nonfinan-swap arrangements with a number of
cial debt was maintained at 3 to 7 percent foforeign central banks and the Bank for

the year. For 1997 the Committee agreed o ; :
tentative ranges for monetary growth, mea[hternatlonal Settlements. From time to

sured from the fourth quarter of 1996 to thefiMe in recent years the Committee had
fourth quarter of 1997, of 1 to 5 percent fordiscussed a variety of issues relating
M2 and 2 to 6 percent for M3. The Commit-to its foreign exchange activities and
tee provisionally set the associated monitorits financial arrangements with other
ing range for growth of total domestic non-centra| banks. In this discusssion, the

financial debt at 3 to 7 percent for 1997. Th : : : :
behavior of the monetary aggregates WiﬁCommlttee considered in particular

continue to be evaluated in the light ofWhether the swap arrangements, all

progress toward price level stability, move-Of which had been put in place in
ments in their velocities, and development¢he 1960s, remained an appropriate
in the economy and financial markets. approach to international financial coop-

_In the implementation of policy for the eration among central banks in light
immediate future, the Committee seeks t f the evolution of the international

maintain the existing degree of pressure o . .
reserve positions. In the context of thefinancial system in recent decades, and

Committee’s long-run objectives for price Whether other approaches should be
stability and sustainable economic growthconsidered. The Committee made no
and giving careful consideration to eco-decisions relating to these matters,

nomic, financiz?]l,tand rtnonetary develtOp.‘though it was understood that these
ments, somewhat greater reserve restrairn
would or slightly lesser reserve restraintIésues would be explored further.

might be acceptable in the intermeeting |t Was agreed that the next meeting of
period. The contemplated reserve conditionshe Committee would be held on Tues-
are expected to be consistent with moderatday, August 20, 1996.

growth in M2 and M3 over coming months.  The meeting adjourned at 12:50 p.m.

Votes for short-run policy: Messrs.
Greenspan, McDonough, Boehne, Jordan, Donald L. Kohn
Kelley, Lindsey, McTeer, Meyer, Mses. Secretary
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Meeting Held on
August 20, 1996

A meeting of the Federal Open Market
Committee was held in the offices of the
Board of Governors of the Federal
Reserve System in Washington, D.C.,
on Tuesday, August 20, 1996, at
9:00 a.m.

Present:

Messrs. Madigan and Slifman,

Ms.

Ms.

M

=

Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively,
Board of Governors

Johnson, Assistant Director,
Division of International Finance,
Board of Governors

Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Mr. Meyer

Ms. Phillips

Ms. Rivlin

Mr. Stern

Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig, Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of

. Connolly, First Vice President,
Federal Reserve Bank of Boston
Beebe, Ms. Browne, Messrs. Davis,
Dewald, Eisenbeis, and
Goodfriend, Senior Vice
Presidents, Federal Reserve Banks
of San Francisco, Boston,

Kansas City, St. Louis, Atlanta,
and Richmond respectively
Krieger, Vice President, Federal
Reserve Bank of New York

. Sullivan, Assistant Vice President,
Federal Reserve Bank of Chicago
Bryan, Consultant, Federal Reserve
Bank of Cleveland

Mr.

Ms.
M

=

Mr.

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on July 2—-3, 1996, were
approved.

The Manager of the System Open

Kansas City, St. Louis, and BostonMarket Account reported on recent

respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Prell, Economist

Messrs. Lang, Lindsey, Mishkin,
Promisel, Rolnick, Rosenblum,
Siegman, Simpson, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors

developments in foreign exchange mar-
kets. There were no open market trans-
actions in foreign currencies for System
account during the period since the
meeting on July 2-3, 1996, and thus no
vote was required of the Committee.

The Manager also reported on devel-
opments in domestic financial markets
and on System open market transac-
tions in U.S. government securities and
federal agency obligations during the
period July 3, 1996, through August 20,
1996. By unanimous vote, the Commit-
tee ratified these transactions.

The Committee then turned to a dis-
cussion of the economic and financial
outlook and the implementation of
monetary policy over the intermeeting
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period ahead. A summary of the ecoelectricity generation dropped sharply as
nomic and financial information avail- a result of unseasonably cool weather. A
able at the time of the meeting and ofsubstantial increase in the production of
the Committee’s discussion is providedmotor vehicles and parts accounted for
below, followed by the domestic policy most of the advance in manufacturing
directive that was approved by the Comeutput. Elsewhere, the manufacture of
mittee and issued to the Federal Resenafice and computing equipment contin-
Bank of New York. ued on its strong upward trend in July
The information reviewed at this while the production of other business
meeting suggested that the economiequipment slipped. The output of con-
expansion had moderated somewhaumer goods edged lower after having
recently. Growth in consumer spendingisen slightly in May and June. The rate
appeared to be slowing, business pumf utilization of total industrial capacity
chases of equipment and structures werdeclined a little in July but remained at a
rising less vigorously, and higher mort-relatively high level.
gage rates were beginning to exert a Retail sales weakened somewhat over
restraining effect on housing construcJune and July following several months
tion. Business inventory accumulationof robust growth. Sales of motor vehi-
had been quite modest, and productionles were down in both months, and
and employment were expanding lesspending on other goods rose sluggishly
rapidly. Increases in labor compensatiomn balance. Housing starts fell some-
had been somewhat larger this year, bwhat further in July, reflecting a sizable
consumer price inflation, adjusted fordecline in single-family starts that more
food and energy prices, had remained othan offset a bounceback in multifamily
a fairly steady trend. starts. The drop in housing starts,
Private nonfarm payroll employmentcoupled with lower sales of new and
increased relatively rapidly in July, existing homes in June (latest data avail-
though at a considerably slower paceble), suggested that the rise in mort-
than in the second quarter. Job growtlgage rates was exerting a damping effect
in the services industry slowed sharplypn housing demand and homebuilding
and manufacturing employment de-activity.
clined appreciably after having risen Growth in business spending on dura-
somewhat in the second quarter. In conble equipment and nonresidential struc-
trast, the expansion in employment irtures had slowed after a very rapid
wholesale and retail trade picked upexpansion earlier in the year. Shipments
slightly in July, and the number of jobsof nondefense capital goods were little
in construction continued to increase athanged in June after a sizable increase
about the second-quarter pace. The aveir May. Weakness in outlays for aircraft
age workweek for private production ormore than offset persisting strength in
nonsupervisory workers fell consider-spending on office and computing equip-
ably in July, to a level a little below its ment, and purchases of other types
average for the second quarter, and thef equipment, notably communications
civilian unemployment rate edged up toand industrial equipment, continued to
5.4 percent. advance briskly. Nonresidential con-
Industrial production rose slightly struction activity rebounded in June
further in July after three consecutivefrom an appreciable decrease in May.
months of strong gains; manufacturingThe pace of office building picked up,
production expanded less rapidly, anénd construction of other commercial
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and industrial structures posted healthffhe employment cost index for private
gains after May declines. industry workers advanced at a some-
Business inventories increased by avhat faster rate in the second quarter
modest amount in June after having conthan in the first quarter or in the second
tracted in May. In manufacturing, inven-half of 1995. Measured over the year
tories continued to run off in June,ended in June, the index rose by a
reducing the sector's stock-sales ratislightly larger amount than in the previ-
to near its historical low. Wholesaleous year.
trade stocks also fell in June, and the At its meeting on July 2-3, 1996, the
inventory—sales ratio was in the lowerCommittee adopted a directive that
portion of its range over recent yearscalled for maintaining the existing de-
Retail inventories rose in June; largelgree of pressure on reserve positions but
stocks at automotive dealers mordhat included a bias toward the possible
than accounted for the increase. Th&éirming of reserve conditions during the
inventory—sales ratio for the sector as &ntermeeting period. The directive stated
whole edged higher but remained at ahat in the context of the Committee’s
relatively low level. long-run objectives for price stability
The nominal deficit on U.S. trade inand sustainable economic growth, and
goods and services narrowed in Juneiving careful consideration to eco-
but on a quarterly average basis the defomic, financial, and monetary devel-
cit widened in the second quarter fromopments, somewhat greater reserve re-
its rate in the first quarter. In June, thestraint would be acceptable and slightly
value of exports declined slightly, butlesser reserve restraint might be accept-
the value of imports dropped by a con-able during the intermeeting period. The
siderably larger amount from a rela-reserve conditions associated with this
tively high rate in May. Available infor- directive were expected to be consistent
mation suggested that economic activityvith moderate growth of M2 and M3
in the major foreign industrial countriesover coming months.
continued to advance, but at an uneven With economic growth moderating
pace; in Germany, activity reboundedand inflation quiescent, open market
from the contraction in the first quarter,operations were directed toward main-
while in Japan a considerable slowing otaining the existing degree of pressure
growth had occurred in the second quaren reserve positions throughout the
ter after very rapid expansion in the firstintermeeting period. The federal funds
quarter. rate averaged a little higher than the
Price inflation remained moderate orlevel expected with an unchanged pol-
balance in June and July, with declinescy stance, in part because of unexpect-
in energy prices essentially offsettingedly high demand for reserves in late
increases in food prices. Over a someduly and early August. On balance, most
what longer horizon, consumer pricether short-term market interest rates
for nonfood, non-energy items rosedeclined slightly, and intermediate- and
slightly less in the twelve months endedong-term rates fell somewhat more,
in July than in the previous twelve-over the intermeeting period. In the days
month period. Producer prices of fin-immediately following the meeting,
ished goods other than food and energsates rose sharply in response to incom-
also increased more slowly in the twelveng data, notably the employment re-
months ended in July. In contrastport for June that market participants
growth in labor costs had picked up.viewed as indicating increasing pres-
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sures on economic resources and labor The staff forecast prepared for this
costs. Subsequently, however, that rismeeting suggested that the expansion
was more than reversed when furthewould slow to a rate around, or perhaps
data releases were interpreted as sug-little above, the economy’s estimated
gesting that the economic expansiomrowth potential. Consumer spending
might be slowing and that the upturn inwas projected to expand at a more mod-
labor compensation was mild. Equityerate pace that would be in line with the
prices also exhibited considerable volaprojected increase in disposable income;
tility over the period since the Commit- the favorable effect of the earlier run-up
tee meeting on July 2-3, with majorin equity prices on household wealth
indexes of stock prices falling steeplyand the generally ample availability of
through late July before recouping partredit were expected to balance con-
to most of their losses in associatiortinuing consumer concerns about the
with the bond market rally and favor-adequacy of their savings and the
able earnings reports. restraining effect of high household debt
In foreign exchange markets, theburdens. Homebuilding was forecast
trade-weighted value of the dollar into slow somewhat in response to the
terms of the other G-10 currenciesbackup in residential mortgage rates but
declined slightly over the intermeetingto remain at a relatively high level in the
period. The flow of information suggest-context of sustained income growth and
ing a slowing in U.S. economic growththe still-favorable cash flow affordabil-
and reduced prospects for a near-ternty of home ownership. Business spend-
tightening of Federal Reserve policying on equipment and structures was
weighed against the dollar. On the otheprojected to grow less rapidly in light of
hand, the yen was bolstered by incomthe anticipated moderate growth of sales
ing data suggesting that the Japanesend profits. On balance, the external
current account surplus was again widsector was expected to exert a small
ening, and the German mark benefitedestraining influence on economic activ-
from the Bundesbank’s inaction at aity over the projection period. Only
time when market participants weremodest fiscal restraint was anticipated
expecting a policy easing. over the forecast horizon. Inflation
Growth of M2 and M3 moderated in recently had been lifted by adverse
July. Much of the slowdown in the developments in energy markets and
expansion of M2 was associated with amvas projected to remain above the levels
unexpected decline in demand depositf recent years, given the high level of
which had grown rapidly earlier in the resource utilization, the effects of tight
year. With bank credit expanding slug-grain supplies on food prices, and a
gishly, the funding needs of banks werenoticeable step-up in labor compensa-
modest, and the slower growth of M2tion reinforced by the legislated rise in
showed through to M3. For the yearthe federal minimum wage.
through July, both aggregates were esti- In the Committee’s discussion of cur-
mated to have increased at rates someent and prospective economic devel-
what below the upper bounds of theiropments, members commented that on
respective ranges for the year. Expanbalance the information received since
sion in total domestic nonfinancial debtthe July meeting, including anecdotal
had been moderate on balance oveeports from around the nation, pointed
recent months and had remained in theo some slowing in the growth of eco-
middle portion of its range. nomic activity from a very rapid pace
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during the spring. The extent of theexpansion in the first half of the year
slowing remained uncertain, and it washad been provided by large increases in
unclear at this juncture whether thespending for consumer durables, hous-
expansion would slow sufficiently toing, and business equipment; however,
contain pressures on labor and othegrowth in such spending could be
producer resources. Nonetheless, broakpected to slow in the context of
measures of price inflation, adjusted tancreasingly satisfied pent-up demands
exclude their volatile food and energyand the lagged effects of earlier
components, did not exhibit any uptrendncreases in intermediate- and long-term
despite robust growth in economic activ-interest rates on these interest-sensitive
ity this year and high levels of resourcesectors of the economy. A key uncer-
use. Indeed, some price measures sutginty in the outlook was the prospective
gested that inflation had trended lowebehavior of inventories. Should the
through the second quarter. Moreoverexpansion in final demand fail to moder-
there were no early signs of pressureate to a sustainable pace, business firms
or imbalances in the industrial sectorwould be likely to intensify their efforts
In labor markets, however, there werdo build their inventories, which cur-
increasing indications of tightness thatently were widely viewed as satisfac-
might at some point feed through totory or even relatively lean in relation to
greater inflation. Upward wage adjust-sales. While some buildup in inventories
ments were becoming more evident andppeared to be occurring in the current
increases in overall compensation haduarter, developments that might lead to
edged up, suggesting the possibility oh sharp increase in inventory invest-
further increases in labor costs at curreninent, such as shortages of various goods
or higher levels of labor utilization evenand materials and lengthening delays
before taking account of the effects ofin securing deliveries, were not in
the rise in the minimum wage. Althoughevidence at this time. Accordingly,
increases in compensation might beggressive inventory accumulation
moderated by greater productivity orremained an upside risk to the projected
absorbed for a time by lower profit mar-expansion but not one that was likely to
gins, the risks seemed tilted towardmaterialize unless final demand were to
increases in inflation at some pointexceed current forecasts by a significant
especially if the growth of the economymargin.
continued to outstrip its potential and In their discussion of the outlook
added to pressures on resources. for inflation, members observed that
In the course of the Committee’s dis-increases in prices had remained
cussion, members cited a variety of inditemarkably subdued for an extended
cations that economic growth was slowperiod in relation to measures of
ing from a very rapid pace, and theyresource utilization, notably the rate of
pointed to a number of factors that inunemployment. Such behavior differed
their view should promote continued,markedly from the historical experi-
though more moderate, expansion irence under similar circumstances. One
economic activity. These included genfactor tending to hold down prices has
erally supportive financial conditions,been highly competitive markets—
relatively high levels of consumer confi-throughout the nation and internation-
dence, and the absence of major imbaklly as well—that have made it very
ances in the economy. It was noted thadifficult for business firms to raise
much of the stimulus for the strongprices. Another key factor, though one
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whose importance might now be startbe to the upside, with the potential for
ing to diminish, was the persistence oimore inflation stemming from rising
comparatively small increases in labotabor compensation costs augmented by
compensation, which remained apprea rise in the minimum wage and the
ciably below earlier norms in relation to prospect of higher food prices and per-
levels of unemployment. This develop-haps energy prices over the next several
ment appeared to reflect worker congquarters.
cerns about job security in a period of Inthe Committee’s discussion of pol-
major business restructuring and downicy for the intermeeting period ahead,
sizing activities as well as substantiallymembers focused on indications that
reduced increases in benefit costs, notédhe economy already was slowing, per-
bly those relating to health care. haps by enough to limit pressures on
In assessing whether a relativelyresources, and they noted that broad sta-
favorable inflation performance wastistical measures of prices and the anec-
likely to continue, the members focuseddotal evidence did not suggest that a
on a variety of issues. One was whethepickup in inflation was already under
the expansion would moderate suffiway. Consequently, all but one of the
ciently to keep pressures on labor andnembers supported a proposal to main-
other resources from intensifying.tain an unchanged policy stance. A num-
Another was whether a rate of unember also commented that real interest
ployment in the vicinity of its current rates were not unusually low, suggesting
level would foster added wage presthat any pickup ininflationary pressures,
sures. Uncertainty also surrounded thehould that occur, would be modest and
extent to which further increases in laboreadily contained. One concern was that
compensation costs, should they materpolicy tightening at this point might gen-
alize, would be passed through to higheerate an excessive reaction in financial
prices. Improvements in productivity markets, both because it was not gener-
were likely to offset part of such ally expected and because it would rep-
increases, but how much remained aresent a change in policy direction that
open question. In addition, profit mar-might well lead to expectations of fur-
gins were high, but the extent to whichther policy tightening. Such a develop-
they might narrow to absorb increasingnent could have serious adverse con-
labor costs was difficult to predict. With sequences for economic activity if the
regard to the outlook for wages,expansion was in fact already slowing to
members observed that, though it wasa more sustainable and less inflationary
too early to reach a firm judgment, thepace. These members therefore con-
acceleration of wage increases this yearluded that the prudent course at this
might well augur faster advances thapoint was to await further developments
were more in line with historical experi- that would permit them to assess the
ence under essentially full employmenpossible need for some tightening with
conditions. Moreover, the tendencya higher degree of confidence. At the
toward reduced increases in the costs afame time, it was emphasized that the
benefits might tend to dissipate, thougifCommittee remained committed to a
some members commented that furthgolicy that would resist a rise in infla-
economies in the provision of medicaltion; such a policy would entail moving
services might well be achievable forin anticipation of greater price pressures
some period. On balance, the inflatiorand before they showed through to
risks in the outlook clearly seemed toactual inflation. Accordingly, they also
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agreed on the desirability of a directive At the conclusion of the meeting, the
that remained biased toward possibl&ederal Reserve Bank of New York was
tightening in the intermeeting periodauthorized and directed, until instructed
ahead. Such a directive would implyotherwise by the Committee, to execute
that any tightening should be imple-transactions in the System Account in
mented promptly if developments wereaccordance with the following domestic
perceived as pointing to rising infla-policy directive:
tion. For now, the Committee should
remain particularly vigilant to incoming  the information reviewed at this meeting
information bearing on the outlook for suggests that growth in economic activity
inflation. recently has moderated somewhat. Private
A differing view gave more weight to honfarm payroll employment grew less
the risks of rising inflation. In this view, rapidly in July, the average workweek fell

sharply, and the civilian unemployment rate

while there were uncertainties, theedged up to 5.4 percent. Industrial produc-

weight of the evidence suggested that fon increased slightly in July after three
prompt policy action was needed to conmonths of strong gains. Real consumer
tain inflation and set the stage for furthespending weakened somewhat on balance

progress toward price stability. The pos©Ver June and July following several months

L S ._1 of robust growth. Housing starts fell some-
sibility of an overreaction in financial ;i -+ irther in July. Growth in spending on

markets to a tightening move could nofyysiness equipment and nonresidential struc-
be ruled out, but such a reaction wasures has slowed after a very rapid expansion
likely to be short-lived. More impor- earlier in the year. The nominal deficit on

tantly, a prompt action would reduce thdJ-S. trade in goods and services widened in

; ; ; the second quarter from its rate in the first
risk that inflation would worsen and quarter. Increases in labor compensation

pose difficult problems for monetaryhave heen somewhat larger this year, but

policy later. consumer price inflation, adjusted for food
At the conclusion of the Committee’s and energy prices, has remained on a fairly

discussion, all but one member indi-steady trend. _

cated that they supported a directive thaé Most short-term market interest rates have

led f taini th isti eclined slightly while intermediate- and
called Tor maintaining the exisling |ong-term rates have fallen somewhat more

degree of pressure on reserve positionsince the Committee meeting on July 2-3,
and that included a bias toward thel996. In foreign exchange markets, the
possible firming of reserve conditionstrade-weighted value of the dollar in terms

during the intermeeting period Accord-of the other G-10 currencies has depreciated
. 4 - . slightly over the intermeeting period.
ingly, in the context of the Committe€’s g 51 of M2 and M3 moderated in July.

long-run objectives for price stability For the year through July, both aggregates
and sustainable economic growth, andre estimated to have grown at rates some-
giving careful consideration to eco-what below the upper bounds of their respec-
nomic, financial, and monetary devel-ive ranges fc;_r the year bEtha”E'O” in t(ﬁal
; ; omestic nonfinancial debt has been moder-
opments, the Committee decided th. te on balance over recent months and has
somewhat greater reserve restraiffemained in the middle portion of its range.
would be acceptable and slightly lesser The Federal Open Market Committee
reserve restraint might be acceptableeeks monetary and financial conditions that
during the intermeeting period. TheWill fglster pricg stability ar|1d fprorngnote sus-f
I~ :fainable growth in output. In furtherance o
reserve conditions contemplated af[ thlgj:ese objectives, the Committee at its meet-
meeting were expected to be consistenyin july reaffirmed the ranges it had estab-
with moderate growth of M2 and M3 jished in January for growth of M2 and M3
over coming months. of 1 to 5 percent and 2 to 6 percent respec-
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tively, measured from the fourth quarter of
1995 to the fourth quarter of 1996. The
monitoring range for growth of total domes-
tic nonfinancial debt was maintained at 3 to
7 percent for the year. For 1997 the Commit-

tee agreed on a tentative basis to set the same

ranges as in 1996 for growth of the monetary

The meeting adjourned at 12:45 p.m.

Donald L. Kohn
Secretary

aggregages and debt, measured from t i
fourth quarter of 1996 to the fourth quartepgleepettg%?bgflgfnlgg(s

of 1997. The behavior of the monetary
aggregates will continue to be evaluated irh
the light of progress toward price level sta-

meeting of the Federal Open Market

bility, movements in their velocities, and Committee was held in the offices of the
developments in the economy and financiaBoard of Governors of the Federal

markets.

Reserve System in Washington, D.C.,

In the implementation of policy for the gn Tuesday, September 24, 1996, at
immediate future, the Committee seeks tq.qg 4 m.

maintain the existing degree of pressure on
reserve positions. In the context of the Com-

mittee’s long-run objectives for price stabil- Present:
ity and sustainable economic growth, and Mr.
giving careful consideration to economic, Mr.
financial, and monetary developments, some- Mr.
what greater reserve restraint would or Mr.
slightly lesser reserve restraint might be Mr.
acceptable in the intermeeting period. The Mr.
contemplated reserve conditions are Mr.
expected to be consistent with moderate Mr.
growth in M2 and M3 over coming months. mg
. . Mr.

Votes for this action: Messrs. Greenspan, Ms.

McDonough, Boehne, Jordan, Kelley,
Lindsey, McTeer, Meyer, Mses. Phillips,
Rivlin, and Yellen. Vote against this
action: Mr. Stern.

Mr. Stern dissented because he be-
lieved that policy should become mod-
estly more restrictive. He was concerned
that, in the absence of a substantial and
sustained improvement in productivity,
the prevailing pattern of demand might
engender an increase in inflationary
pressures, and that such pressures would
ultimately threaten the ongoing eco-
nomic expansion. In Mr. Stern’s judg-
ment, it was prudent at this point to
resist such a development in order to lay
a foundation for the long-term health of
the economy.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, September 24, 1996.

Greenspan, Chairman
McDonough, Vice Chairman
Boehne

Jordan

Kelley

Lindsey

McTeer

Meyer

Phillips

Rivlin

Stern

Yellen

Messrs. Broaddus, Guynn, Moskow,

and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig, Melzer, and

Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and Boston
respectively

. Kohn, Secretary and Economist
. Bernard, Deputy Secretary

. Coyne, Assistant Secretary

. Gillum, Assistant Secretary

. Mattingly, General Counsel

. Baxter, Deputy General Counsel
. Prell, Economist

. Truman, Economist

Messrs. Lang, Lindsey, Mishkin,

Promisel, Rosenblum, Siegman,
Simpson, Sniderman, and
Stockton, Associate Economists
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Mr. Fisher, Manager, System Open The Manager also reported on recent
Market Account developments in domestic financial

. . o markets and on System open market

Mr. Ethér;,elg:ac%u;yndDg;:iosrt,ig,vggc;r;dogf t_ransactions in U.S. government se_curi-
Governors ties and federal agency obligations
Messrs. Madigan and Slifman, during the period August 20, 1996,
Associate Directors, Divisions of through September 23, 1996. By unani-

Monetary Affairs and Research  mgys vote, the Committee ratified these
and Statistics respectively, transactions

Board of Governors

Mr. Smith$ Assistant Director, The Committee then turned to a dis-
Division of International Finance, cussion of the economic and financial
Board of Governors outlook and the implementation of

Ms. Low, Open Market Secretariat  monetary policy over the intermeeting
Assistant, Division of Monetary  period ahead. A summary of the eco-

Affairs, Board of Governors . . oo : .
Ms. Pianalto. First Vice President nomic and financial information avail-

Federal Reserve Bank of able at the time of the meeting and of
Cleveland _ the Committee’s discussion is provided
Messrs. Beebe, Davis, Dewald, below, followed by the domestic policy

Eisenbeis, and Hunter, Senior Vicejractive that was approved by the Com-

Presidents, Federal Reserve Banks . -
of San Francisco, Kansas City, Tittee and issued to the Federal Reserve

St. Louis, Atlanta, and Chicago ~ Bank of New York.

respectively The information reviewed at this
Messrs. Bentley, Hetzel, Ms. Krieger, meeting suggested that the expansion of
3?&??&?3?232?2[ I\?/Iecseel’ve economic activity had moderated appre-
Banks of New York. Richmond.  ciably from an elevated second-quarter
New York, and Boston " pace. Growth in consumer spending had
respectively slowed noticeably, and higher mortgage
Mr. Weber, Senior Research Officer, rates seemed to be exerting some mod-
Federal Reserve Bank of est restraint on housing demand. While

Minneapolis business demand for durable equipment

By unanimous vote, the minutes Ofremalr;ed strong, shpedndmg kon ndonrelsl—
the meeting of the Federal Open Markeijentla structures had weakened a lit-
Committee held on August 24. 1996 le. Business inventory accumulation

9 ' 'appeared to have picked up, although

were approved. : X . g
The Nanager of he System operdX® V8 O heniones femaned moc:
Market Account reported on recent ' ploy

developments in foreign exchange marProduction had continued to post sizable

ains in recent months, but the increases
kets. There were no open market tran%vere somewhat below those recorded

actions in foreign currencies for SyStemearlier in the year. Consumer price infla-

account during the period since the: AR
meeting on August 20, 1996, and thui'on' excluding its food and energy

. . components, had edged lower this year
no vote was required of the Comm|ttee.despite somewhat larger increases in

labor compensation.
Private nonfarm payroll employment
6. Attended portion of meeting relating to pro-grew less rapidly over July and August

posal to amend the Authorization for Foreign curthan it had in the Seconq quarter; aggre-
rency Operations. gate hours worked by private production



Minutes of FOMC Meetings, Septembet61

workers also expanded at a slower pacAugust from a July drop and for the two
over the two-month period. Job growthmonths were about unchanged on aver-
in the services industries was somewhage from their second-quarter level,
lower over the two months comparedhowever, permits for single-family hous-
with that of the second quarter. Manu4ng were unchanged in August and had
facturing employment changed little onfallen from their second-quarter level.
balance over the July—August periodSales of existing homes weakened in
and construction hiring was down con-June and July.
siderably in August after a July increase Demand for business equipment had
that was a little above the pace of theemained strong in recent months. Ship-
second quarter. The civilian unemploy-ments of nondefense capital goods
ment rate declined to 5.1 percent irdeclined in July, retracing part of a sub-
August. stantial second-quarter advance, but
Industrial production also advancedecent data on new orders pointed to
somewhat less rapidly on average ifurther increases in business spending
July and August after having recordedor durable equipment, notably office
strong gains in the previous few monthsand computing equipment, in coming
slower growth was evident in mining months. Nonresidential construction
and utilities as well as in manufacturing.activity fell somewhat in July after hav-
Smaller increases in the output of motoing decreased a little in the second
vehicles and parts accounted for part ofjuarter.
the slowdown in the expansion of the Business inventory investment picked
manufacturing sector in August; in addi-up sharply in July; most of the increase
tion, the output of consumer goods otheoccurred at retail establishments. Manu-
than motor vehicles remained sluggishfacturing inventories rose somewhat,
and the production of construction supwith the gain concentrated at manufac-
plies declined significantly after havingturers of producers’ durable equipment.
surged in the second quarter. Elsewher€he stock—sales ratio for the sector was
in manufacturing, business equipmentaround its historical low. In the whole-
notably its office and computing compo-sale sector, inventories edged higher in
nent, continued its robust expansioruly despite a substantial drop in stocks
over July and August, and defense andf farm products, and the inventory—
space equipment extended the uptursales ratio for the sector fell to the low
that had begun in the second quarteend of its range over recent years. Retalil
The rate of utilization of total industrial stocks expanded considerably at both
capacity was unchanged on balancautomotive dealers and non-auto estab-
from June to August and remained at dishments in July. Inventory—sales ratios
relatively high level. edged higher in most retail categories,
Total retail sales rose slightly overbut they remained at relatively low
July and August after having declinedevels.
substantially in June. Decreased outlays The nominal deficit on U.S. trade in
at food stores, gas stations, and furniturgoods and services widened substan-
and appliance stores in August were gially in July from its June level and also
little more than offset by a sharp pickupfrom its average rate for the second
in sales at general merchandisergjuarter. Despite one-time service pay-
apparel stores, and outlets for durablenents related to the Olympics and larger
goods other than furniture and appli-inflows of imported oil, imports edged
ances. Housing starts rebounded idown in July from the sharply increased
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rate recorded for the second quarter; thimcreased considerably more than it had
latter largely reflected the strength of theover the previous year.
U.S. economy during the first half of At its meeting on August 20, 1996,
the year. Exports fell considerably morethe Committee adopted a directive that
in July than did imports; in addition to called for maintaining the existing
decreased exports in such categories aegree of pressure on reserve positions
consumer goods, aircraft and parts, autdut that included a bias toward the
motive products, and other industrialpossible firming of reserve conditions
supplies, part of the measured declineluring the intermeeting period. The
may have reflected residual seasonalitglirective stated that in the context of the
in the data. Available information sug-Committee’s long-run objectives for
gested that, on balance, the economigwice stability and sustainable economic
of the major foreign industrial countriesgrowth, and giving careful consideration
had strengthened in recent months. Ito economic, financial, and monetary
Japan, a mild second-quarter pause aftelevelopments, somewhat greater reserve
very rapid first-quarter growth hadrestraint would be acceptable and
been followed by renewed expansionslightly lesser reserve restraint might
Economic activity in Germany hadbe acceptable during the intermeeting
rebounded sharply in the second quartgeeriod. The reserve conditions associ-
from a first- quarter contraction, andated with this directive were expected to
further expansion appeared to be irbe consistent with moderate growth of
train. Although economic growth hadM2 and M3 over coming months.
been sluggish in Canada and the United With incoming information generally
Kingdom in the second quarter, recentonfirming that economic growth was
indicators suggested a pickup in activmoderating and that price inflation
ity in those countries as well. By con-remained subdued, open market opera-
trast, France and ltaly had experiencetions were directed toward maintaining
little, if any, growth since early in the the existing degree of pressure on
yeatr. reserve positions throughout the inter-
Consumer price inflation remainedmeeting period. The federal funds rate
moderate on balance over July andenerally remained close to the level
August; declines in energy prices offseexpected with an unchanged policy
higher food prices. Excluding food andstance, but most other market interest
energy, consumer prices recorded &ates exhibited considerable volatility
somewhat smaller advance over thend rose somewhat on balance over the
twelve months ended in August thanintermeeting interval. Despite the rise in
over the previous twelve months. Pro-many market interest rates, equity prices
ducer prices of finished goods other thamebounded over the period, and most
food and energy were unchanged on nehajor market indexes reached record
over July and August, and this indexhighs.
rose at a significantly slower pace over In foreign exchange markets, the
the twelve months ended in August tharirade-weighted value of the dollar in
over the preceding twelve months. Averterms of the other G-10 currencies
age hourly earnings of production orappreciated slightly over the intermeet-
nonsupervisory workers rebounded iring period. The dollar’s rise reflected in
August, more than offsetting a smallpart the increase in U.S. long-term inter-
July decline. Over the year ended inest rates over the period. Declines in
August, this measure of labor costsnarket rates abroad, both short- and
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long-term, also contributed to the dol-a relatively high level in the context
lar's strengthening. In Japan, newlyof sustained income growth and the
released data led market participants tetill-favorable cash flow affordability of
lower their assessments of the strengthome ownership. The expansion of busi-
of that country’s economic expansionness investment in equipment and struc-
and of the prospects of any near-terntures was projected to slow gradually
increase in official interest rates. In Gerin response to an easing of pressures on
many, a reduction by the Bundesbank irtapacity, a prospective slackening in the
its repo rate in late August and sub-growth of corporate cash flows, and the
sequent statements by Bank officialgise in long-term interest rates that had
regarding possible additional declines iroccurred this year. Only modest fiscal
official rates appeared to foster marketestraint was anticipated over the fore-
expectations that monetary policy mightcast period. Inflation, which had been
be eased further. boosted thus far in 1996 by adverse
Growth of M2 and M3 picked up in developments in food and energy mar-
August from sluggish rates in July butkets, was projected to remain somewhat
remained below the average increasesbove that of recent years, given high
over the first half of the year. A continu-levels of resource utilization and a
ing, rapid runoff in the liquid deposit noticeable step-up in labor compensa-
components of these aggregates was offion that would be reinforced by the
set in part by solid gains in retail moneylegislated rise in the federal minimum
market funds and small time depositswage.
whose yields had not declined in step Inthe Committee’s discussion of cur-
with decreases in market interest rateeent and prospective economic develop-
in early August. For the year throughments, members commented that the
August, both aggregates grew at rates iimcoming information had been mixed
the upper portions of their respectivesince the August meeting but that on
annual ranges. Expansion in totathe whole it continued to suggest appre-
domestic nonfinancial debt had beermiable slowing in the economic expan-
moderate on balance over recent monthsion from a rapid and unsustainable pace
and had remained in the middle portiorin the second quarter. Data for many
of its range. components of final demand, notably in
The staff forecast prepared for thisthe consumer sector, indicated that eco-
meeting, which differed little from that nomic growth had moderated consider-
for the previous meeting, suggested thaibly in recent months. At the same time,
the expansion would slow to a ratesupply-side data including employment
around, or perhaps a little above, theand industrial production had remained
economy’s estimated growth potentialrelatively robust, contributing to uncer-
Expansion of consumer spending wasainty about underlying growth and
forecast to rebound from the sluggistsuggesting that inventory accumulation
third-quarter rate in light of strong had picked up during the summer. While
income trends, the favorable effect othe extent of the slowing in the overall
the rise in the stock market this year orexpansion remained unclear, there were
household wealth, and the generallyho indications of serious imbalances in
ample availability of credit. Homebuild- the economy, and the members gener-
ing was anticipated to slow somewhat irally viewed further growth at a pace
response to this year’s increase in resiear that of the economy’s potential as a
dential mortgage rates but to remain alikely prospect. They continued to be
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concerned, however, about the outlookhe whole, however, the completion of
for inflation, given the high level of numerous capital spending programs
production. In that regard, some comin conjunction with slower projected
mented that labor markets appeared tgrowth in overall demand could be
have tightened further in recent monthexpected to temper the expansion of
and that wages were rising at a somebusiness investment over coming quar-
what faster pace. Even so, the rate dfrs. In the housing sector, recent devel-
price inflation had not picked up and theopments were somewhat mixed, but
prospects were good that inflation wouldhey suggested on balance that housing
remain contained for some time.activity had held up better than expected
Whether the factors that had contributedhn the light of increased mortgage inter-
to such a price performance would perest rates. It was suggested in this regard
sist remained a key uncertainty in thehat the retarding effects of higher rates
economic outlook, and the memberon fixed-rate mortgage contracts were
generally agreed that the risks continuetieing blunted to some extent by shifts
to be tilted to some extent in the direc-toward adjustable rate mortgages. Even
tion of rising price inflation over the so, and consistent with the softening
forecast horizon. already observed in a number of areas,
In their discussion of the outlook for residential construction was thought
spending in key sectors of the economyljkely to drift lower over time.
members commented that consumer The outlook for inventory investment,
expenditures were likely to pick up afteras is typically the case, was very diffi-
their summer lull, though probably to acult to assess. The moderation in the
pace appreciably below that in the firsexpansion of final demand in recent
half of this year. Favorable factors in themonths, together with still relatively
outlook for consumer spending includedobust growth in employment and pro-
strong gains in employment and incomeduction, suggested that inventory invest-
the wealth effect stemming from the risement had picked up since the second
that had occurred in the value of finan-quarter. The strength in inventories in
cial assets, and generally buoyant conjuly tended to confirm that assessment.
sumer sentiment. The improvement irHowever, assuming moderate economic
the consumer sector would tend to bgrowth in line with current forecasts,
restrained, however, by the increase ithere was no reason to anticipate sub-
consumer debt burdens and the probabkantial further strengthening in inven-
satisfaction of much of the pent-uptory investment over coming quarters.
demands for consumer durables durinindeed, the recent rebuilding of inven-
the current expansion. Business fixedories after little or no growth earlier in
investment likewise was expected tahe year made rapid expansion less
provide considerable further stimuluslikely going forward. The members
to the economy. Expenditures for busi-acknowledged, nonetheless, that inven-
ness equipment, notably for office andory developments needed to be moni-
computing equipment, were expected toored with care, including such indirect
expand substantially further, and recensigns as rising pressures on the prices
weakness in nonresidential constructioof intermediate goods and tightening
might well prove to be temporary, judg-delivery schedules that might provide
ing in part from anecdotal reports ofincentives for a rapid buildup. With
considerable strength in commerciakapacity utilization already at high lev-
real estate markets in many areas. Oals, relatively rapid growth in inventory
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investment, if it were superimposed orProductivity had increased fairly sharply
stronger-than-projected expansion ifn manufacturing, and the slowdown in
final demand, could portend seriousoverall productivity since 1973 had been
pressures on resources and inflationargoncentrated in the service areas of the
consequences for the economy. economy. Indeed, measured productiv-
In their comments about the outlookity in noncorporate businesses—Ilargely
for inflation, members observed that theservices—had displayed a negative
recent behavior of price inflation was atrend for many years. This result was
welcome though highly unusual develimplausible and suggested considerable
opment, given current pressures oORrror in estimating output and prices for
resources. The statistical and anecdotahany services. Consequently, it was
information provided evidence of in-likely that actual productivity growth
creasingly tight labor markets that undemas higher than the current measures
similar conditions historically had beenindicated. By the same token, the rate of
associated with considerable upwargrice inflation was lower than had been
pressure on nominal labor compensatioreported, consistent with the findings of
and, in turn, on prices. While wages,a number of studies of distortions in
and probably total labor compensationpublished price data.
were rising more rapidly this year, the The implications for the inflation out-
acceleration in the latter still appeared tdook were not clear-cut. The key ques-
be held down by worker insecurity andtion was how long the favorable price
relatively subdued increases in the codbehavior would persist. Advances in
of benefits. Moreover, for a variety of productivity had boosted profit margins,
reasons rising labor costs were not curand high margins were helpful in that
rently being passed through to pricesthey could absorb some portion of any
which by several key measures adjustedost increases for a time. However,
for their volatile food and energy com-many business contacts indicated that
ponents exhibited a steady or even they would resist squeezes in profit mar-
declining trend. Explanations tended tajins, and continued acceleration in costs
concentrate on the intense competitiomvould eventually feed through to greater
in many markets, which prevented firmsprice inflation whatever the rate of pro-
from raising prices to absorb costductivity growth. The behavior of costs
increases. and the ability of businesses to pass
Competitive pressures also weralong any greater increases over time
compelling firms to curb cost increasesvould depend on the extent to which the
through improvements in their produc-expansion would slow and how much
tivity performance. Widespread reportsassociated pressure there would be in
suggested major gains in productivity inlabor and product markets. In this con-
numerous industries, induced in recentection, some members observed that
years by business restructuring aneven if the expansion were to slow to
related activities and by large capitala sustained pace around the rate of
investments that had introduced increasncrease of the economy’s potential,
ingly productive equipment. Although price inflation could well trend at least
currently available measures of pro-modestly higher at current levels of
ductivity for the economy as a wholeresource utilization. Others did not dis-
showed only weak gains, sectoral disagree that the odds might be tilted mar-
aggregation of the data gave reasons fginally in that direction, but they con-
question the productivity measurementdinued to believe that a great deal of
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uncertainty surrounded the outlook forone for them, and in light of the uncer-
resource use and, in turn, the relationtainties that were involved, they were
ship between a given degree of pressumilling to join the majority and wait for
on resources and overall price changegurther evidence bearing on the outlook
In sum, assuming economic growth genfor inflation. With regard to possible
erally in line with their forecasts, the intermeeting adjustments to policy, the
critical question for some was when andnembers agreed that retaining an asym-
how much inflation would rise; many metric directive that was biased toward
others were not persuaded of the inevitarestraint would be consistent with their
bility of such an outcome. assessments of the inflation risks in the
In the Committee’s discussion of pol-economy. Accordingly, information sug-
icy for the intermeeting period aheadgesting that the odds on higher inflation
nearly all the members indicated thatad risen should be met with a prompt
they could support an unchanged policyolicy firming.
stance and the retention of a bias toward A differing view focused on the
restraint in the directive. The membergesirability of a prompt move toward
generally agreed that while the risksrestraint to curb what were seen as
were greater that price inflation wouldgrowing inflationary pressures in the
rise than that it would fall, higher infla- economy. Tight labor markets were
tion was not a foregone conclusion andikely to exert continuing upward pres-
most believed that the uncertainties irsure on labor costs, barring unexpected
the outlook made it prudent to holdweakness in the economy, and at some
monetary policy on a steady course angoint those costs would begin to be
await further developments. The expanpassed through to prices. In the circum-
sion appeared to be slowing substanstances, it was important for policy to be
tially and broad measures of pricesforward-looking and to move promptly
adjusted for fluctuations in their foodto head off intensifying inflationary
and energy components, still indicated @ressures. Potentially, waiting could
steady or even slightly declining infla-require more disruptive policy tighten-
tion trend. In these circumstances, théng actions later and could risk the
Committee could wait for more informa- credibility of the System’s anti-inflation
tion on the momentum of the expansiorpolicy.
and the degree of pressure on resourcesAt the conclusion of the Committee’s
and its implications for inflation. A discussion, all but one of the members
delay in adjusting monetary policy wasindicated that they could accept a direc-
facilitated by its current positioning, tive that called for maintaining the exist-
which did not appear to be far from aing degree of pressure on reserve posi-
desirable longer-term stance becaustons and that included a bias toward the
any pickup in inflation was likely to be possible firming of reserve conditions
relatively small and gradual, and wasduring the intermeeting period. Accord-
further supported by the possibility ofingly, in the context of the Committee’s
an excessive reaction in financial mariong-run objectives for price stability
kets to a change in the direction of pol-and sustainable economic growth, and
icy. A few members indicated that theygiving careful consideration to eco-
could vote for some slight tighteningnomic, financial, and monetary devel-
in policy, although they did not feel any opments, the Committee decided that
urgency about such a move. Theyomewhat greater reserve restraint
observed that the decision was a closeould be acceptable and slightly lesser



Minutes of FOMC Meetings, Septembet67

reserve restraint might be acceptable The Federal Open Market Committee
during the intermeeting period. Theseeks monetary and financial conditions that
reserve conditions contemplated at thi%‘"” foster price stability and promote sus-

. dto b it ﬁinable growth in output. In furtherance of
meeting were expected 1o be consistenfese gpjectives, the Committee at its meet-

with moderate growth of M2 and M3 ing in July reaffirmed the ranges it had estab-
over coming months. lished in January for growth of M2 and M3

The Federal Reserve Bank of Newof 1 to 5 percent and 2 to 6 percent respec-
York was authorized and directed, untilfively, measured from the fourth quarter

. - . of 1995 to the fourth quarter of 1996. The
instructed otherwise by the Committee,, ;iiqring range for growth of total domes-

to execute transactions in the SysteMc nonfinancial debt was maintained at 3 to
Account in accordance with the follow- 7 percent for the year. For 1997 the Commit-
ing domestic policy directive: tee agreed on a tentative basis to set the same
ranges as in 1996 for growth of the monetary
The information reviewed at this meetingaggregages and debt, measured from the
suggests that growth in economic activityfourth quarter of 1996 to the fourth quarter
has moderated appreciably from an elevategdf 1997. The behavior of the monetary
second-quarter pace. Private nonfarm payaggregates will continue to be evaluated
roll employment grew less rapidly over Julyin the light of progress toward price level
and August than in the second quarter, whilgtability, movements in their velocities, and
the civilian unemployment rate declined todevelopments in the economy and financial
5.1 percent in August. Industrial productionmarkets.
increased somewhat less rapidly on average In the implementation of policy for the
in July and August than in the prior few immediate future, the Committee seeks to
months. Total retail sales rose slightly oveimaintain the existing degree of pressure on
July and August after having declined subteserve positions. In the context of the Com-
stantially in June. Housing starts in July andmittee’s long-run objectives for price stabil-
August were unchanged on average fronity and sustainable economic growth, and
their second-quarter level. Demand for busigiving careful consideration to economic,
ness equipment has remained strong, whilfinancial, and monetary developments, some-
spending on nonresidential structures hawhat greater reserve restraint would or
changed little on balance in recent monthsslightly lesser reserve restraint might be
The nominal deficit on U.S. trade in goodsacceptable in the intermeeting period. The
and services widened substantially in Juljcontemplated reserve conditions are ex-
from its average in the second quarterpected to be consistent with moderate growth
Increases in labor compensation have bedn M2 and M3 over coming months.
somewhat larger this year, but consumer
price inflation, excluding its food and energy Votes for this action: Messrs. Greenspan,
components, has edged lower. _ McDonough, Boehne, Jordan, Kelley,
Most market interest rates have risen Lindsey, McTeer, Meyer, Mses. Phillips,
somewhat on balance since the Committee Rivlin, and Yellen. Vote against this action:
meeting on August 20, 1996. In foreign Mr. Stern.
exchange markets, the trade-weighted value

of the dollar in terms of the other G-10 Mr. Stern dissented because he be-

currencies has appreciated slightly over thgayeq that a modestly more restrictive
intermeeting period.

Growth of M2 and M3 picked up in POliCy was appropriate. In his view,
August, but they continued to expand at rateBistorical precedents suggested that pro-
below those in the first half of the year. Forlonged periods of taut labor markets
the year through August, both aggregates asgere eventually associated with rising

estimated to have grown at rates in the Uppqpfiation. Given prevailing pressures
portions of their respective ranges for the

year. Expansion in total domestic nonfinan 2N FESOUTCES, especially labor, Mr. Stern

cial debt has been moderate on balance ov¥f@s concerned about the distinct risk of
recent months and has remained in th@&n acceleration of inflation. Should this

middle portion of its range. acceleration occur, he believed it would
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prove disruptive to the favorable perfor-March 31, 1992, the Committee decided
mance of the economy, and he preferrethat the enhanced liquidity of the SOMA
to begin to address this risk promptly. portfolio that had been achieved should
be maintained but that net additions to
. System holdings should continue to
fc\)rple:rc])?g?ger?t(_‘:[gré%tgfnozggr%\r':ions be spread across all maturity areas. In
the course of their discussion at this
At this meeting the Committee consid-meeting, the members agreed that the
ered a proposal to replace the existingrimary objective in the management
twelve-month maturity limit on the of the SOMA portfolio was to ensure a
investment of foreign currency balancesigh degree of liquidity so that prompt
with an eighteen-month average duraand effective adjustments could be made
tion limit. The proposal was designed towithout unduly affecting the market for
allow the Manager a wider choice ofTreasury securities.
maturities and hence somewhat greater It was agreed that the next meeting
operational flexibility in the implemen- of the Committee would be held on
tation of the System’s primary portfolio Wednesday, November 13, 1996.
objectives of liquidity with respect to The meeting adjourned at 1:40 p.m.
investments in foreign government secu-
rities and limits on overall interest rate Donald L. Kohn
and credit risks. At the conclusion of Secretary
their review, the Committee members
voted unanimously to amend section 5
of the Authorization for Foreign Cur- Meeting Held on
rency Operations to read as follows:  November 13, 1996

5. Foreign currency holdings shall beA meeting of the Federal Open Market
invested to ensure that adequate liquidity iCommittee was held in the offices of the
maintained to meet anticipated needs and 8oard of Governors of the Federal
that each currency portfolio shall generallygageryve System in Washington, D.C.,

have an average duration of no more tha
18 months (calculated as Macaulay dura'-an Wednesday, November 13, 1996, at

tion). When appropriate in connection with9:00 a.m.

arrangements to provide investment facilities

for foreign currency holdings, U.S. Govern-Present:

ment securities may be purchased from for- Mr. Greenspan, Chairman

eign central banks under agreements for  Mr. McDonough, Vice Chairman

repurchase of such securities within 30 cal- Mr. Boehne
endar days. Mr. Jordan
Mr. Kelley

. Mr. Lindsey

Liquidity Management and the Mr. McTeer
Maturity Structure of the SOMA Mr. Meyer

Portfolio Ms. Phillips
Ms. Rivlin

The Committee also reviewed, on a pre-  Mr. Stern
liminary basis, its current practices with ~ Ms. Yellen
regard to the maturity structure of the

Messrs. Broaddus, Guynn, Moskow,
System Open Market Account (SOMA) and Parry, Alternate Members
portfolio of Treasury obligations. In of the Federal Open Market
its last such review, at its meeting on Committee
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Messrs. Hoenig, Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of

Kansas City, St. Louis, and Boston

respectively

Mr. Bernard, Deputy Secretary
Mr. Coyne, Assistant Secretary
Mr. Gillum, Assistant Secretary
Mr. Mattingly, General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Lang, Lindsey, Mishkin,
Promisel, Rolnick, Siegman,
Simpson, Sniderman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors

Messrs. Madigan and Slifman,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively,
Board of Governors

Mr. Reinhart, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Moore, First Vice President,
Federal Reserve Bank of
San Francisco

Ms. Browne, Messrs. Davis, Dewald,
Eisenbeis, Goodfriend, and
Hunter, Senior Vice Presidents,
Federal Reserve Banks of Boston
Kansas City, St. Louis, Atlanta,
Richmond, and Chicago
respectively

The Manager of the System Open
Market Account reported on recent
developments in foreign exchange mar-
kets. There were no open market trans-
actions in foreign currencies for System
account during the period since the
meeting on September 24, 1996, and
thus no vote was required by the
Committee.

The Manager also reported on devel-
opments in domestic financial markets
and on System open market transactions
in government securities and federal
agency obligations during the period
September 24, 1996, through Novem-
ber 12, 1996. By unanimous vote, the
Committee ratified these transactions.

By unanimous vote, the Committee
authorized the renewal for an additional
one-year period of the System’s recipro-
cal currency (“swap”) arrangements
with foreign central banks and the Bank
for International Settlements. The
amounts and maturity dates of the
arrangements approved for renewal are
shown in the table below.

The Committee then turned to a dis-
cussion of the economic and financial
outlook and the implementation of
monetary policy over the intermeeting
period ahead. A summary of the eco-
nomic and financial information avail-
able at the time of the meeting and of
the Committee’s discussion is provided
below, followed by the domestic policy
"directive that was approved by the Com-
mittee and issued to the Federal Reserve
Bank of New York.

Messrs. Cox and Judd, Vice Presidents, The information reviewed at this

Federal Reserve Banks of Dallas
and San Francisco respectively

Ms. Perelmuter, Assistant Vice
President, Federal Reserve Bank
of New York

meeting suggested that the growth of
economic activity slowed substantially
in the third quarter, and the limited
information available for the period
since then indicated continued moder-

By unanimous vote, the minutes ofate expansion. A marked softening in
the meeting of the Federal Open Markethe growth of consumer expenditures
Committee held on September 24, 1996ccounted for much of the slowing in

were approved.

the third quarter, but slight weakening
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Amount roll growth had moderated on balance
arrg; . since midyear but nevertheless had
ment Term | Maturity remained substantial. In October, job
Foreignbank | (Millons | months)  date gains were large in service industries;
dollars construction employment registered
ey another moderate gain; and manufac-
turing payrolls edged up after a sizable
Austrian National ivili -
pan National 250 12 12/04/9 September loss. The civilian unemploy
Bank of England....| 3,000 12/04/96 ment rate in October was unchanged at
Bank of Japan...... 5,000 12/04/96
Bank of Norway. .. .. 250 izioaie  O-2 percent. )
Bank of Sweden .| 300 120419 Industrial production appeared to
Bwiss National Bankd. 4,000 049 have declined appreciably in October
Settlements: after having grown briskly on balance
o e 600 12104196 over earlier months of the year. Much of
Other authorized .
E&rﬂggec?é‘s 1950 1o0a0s e slackening in October resulted from
Bank of Mexico .....| 3.000 12/13/96 work stoppages in the motor vehicles
Bank of Canada.....| - 2,000 121519 " industry, but the output of other indus-
“Belgium........ 1,000 12/18/96  tries also apparently decreased slightly
National Bank of | 12896 ON balance. The drop in production was
gg?rﬁgLFFrggggl----- 2,000 12/28/9%6 accompanied by a slight decline in
Bank.......... 6,000 12128/96  capacity utilization in manufacturing.
Bank of ltaly ........ 3,000 12/28/96 i i i
Netherlands Bank .|. 500 12/28/96 SeTp?ﬁq tgztralf?::eﬁaﬁz i%gﬁgcézb'ﬁn'lg

on net over July and August; for the

in housing demand, net exports, andhird quarter as a whole, total retail sales
federal purchases of goods and servicesiged higher after having expanded
also exerted retarding effects. On thédriskly in the first half of the year.
other hand, a sizable increase in invenSeptember sales totals were boosted
tory investment, greater strength in busiby strong spending at automotive deal-
ness demand for durable equipment, aners, food stores, and nondurable goods
an upturn in spending on nonresidentiabutlets. However, expenditures for fur-
construction helped foster moderataniture, appliances, and other non-auto
further economic growth in the third durable goods fell, and apparel sales
quarter. Employment posted sizableveakened a little further. Housing starts
increases over the third quarter and rosdeclined in September from the unusu-
substantially further in October, but onally high level recorded in August, and
balance the gains were somewhat belowermits moved lower for a second
those recorded earlier in the year. Indusstraight month. Home sales were mixed,
trial production had weakened somewith sales of new homes well sustained
what recently. Consumer price inflationin September while those of existing
had picked up this year because of largenomes continued on a downtrend.
increases in food and energy prices. Growth of business fixed investment
Increases in labor compensation, thougbkurged in the third quarter. Outlays for
moderating in the third quarter, also hadlurable equipment picked up sharply,
been somewhat larger this year. and new orders for business equipment

Private nonfarm payroll employmentremained on an upward trend. Sales of
increased considerably in October aftecomputers and communications equip-
a small rise in September; private payment increased rapidly, but demand for
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other capital goods was up only slightly Consumer price inflation had picked
during the quarter. In the transportatiorup on balance this year as a result of
sector, expenditures on motor vehiclesizable increases in food and energy
and aircraft strengthened while sales ofrices. Over August and September,
heavy trucks continued to drift lower. however, increases in food prices were
Spending on nonresidential structuresffset by a net decline in energy prices,
more than reversed a second-quartemd overall consumer prices rose more
decline; however, incoming data on conimoderately. For the twelve months
tracts pointed to a continuation of theended in September, the advance in con-
pattern of somewhat slower growthsumer prices of items other than food
recorded thus far in 1996. and energy was a little smaller than it
The pace of inventory investmenthad been over the previous twelve
picked up markedly after midyear,months. At the producer level, price
but inventory—sales ratios nonethelesmflation also was moderate over August
remained relatively low. In manufactur-and September despite appreciable
ing, inventories rose moderately in thencreases in the prices of food and
third quarter, more than offsetting aenergy items; producer prices of items
small rundown in stocks in the previousother than food and energy rose con-
quarter; stock—shipments ratios for mossiderably less over the twelve months
industries remained near the low end oénded in September than they had over
their recent ranges. In the wholesale se¢he previous twelve months. Growth in
tor, inventories declined sharply in Septhe employment cost index for private
tember after having edged down in theéndustry workers slowed considerably in
previous two months, and the aggregatthe third quarter after having trended up
inventory—sales ratio for the sector fellover the first two quarters of the year;
to the low end of its range over recentowever, this measure of labor compen-
years. At the retail level, substantialsation was up slightly over the twelve
inventory accumulation occurred overmonths ended in September compared
the July—August period (latest data)with the previous twelve months.
Although stock-sales ratios roseAverage hourly earnings of production
slightly, inventories remained relativelyand nonsupervisory workers were
well aligned with sales. unchanged in October, but the twelve-
The nominal deficit on U.S. trade inmonth rise in this index through October
goods and services narrowed somewhatas a bit larger than the increase over
in August from a high rate in July; how- the previous twelve months.
ever, for the two months combined, At its meeting on September 24,
the deficit was considerably wider thanl996, the Committee adopted a directive
its average rate for the second quartethat called for maintaining the existing
Exports declined appreciably over thedegree of pressure on reserve positions
July—August period, with most of thebut that included a bias toward the
decrease occurring in nonmonetary golgossible firming of reserve conditions
and aircraft. Imports rose only margin-during the intermeeting period. The
ally on balance over the two monthsdirective stated that in the context of the
The limited available information sug- Committee’s long-run objectives for
gested that, on average, economic actiprice stability and sustainable economic
ity in the major foreign industrial coun- growth, and giving careful considera-
tries expanded moderately in the thirdion to economic, financial, and mone-
quarter. tary developments, somewhat greater
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reserve restraint would be acceptablef the recent elections in that country.
and slightly lesser reserve restrainThe dollar declined against the pound
might be acceptable during the intersterling in response to the release of
meeting period. The reserve conditiongavorable data on the U.K. economy as
associated with this directive werewell as an unexpected increase in the
expected to be consistent with moderatBank of England’'s minimum lending
growth of M2 and M3 over coming rate.
months. M2 grew at a slower pace in Septem-
With incoming information continu- ber and October than it had over earlier
ing to suggest moderate economienonths of the year; the weaker expan-
growth and subdued price inflation,sion resulted from a continuing rapid
open market operations during the interrunoff in its liquid deposit components.
meeting period were directed towardNonetheless, M2 was estimated to have
maintaining the existing degree of presgrown for the year through October at a
sure on reserve positions, and the fedrate in the upper half of the Committee’s
eral funds rate generally remained closannual range. By contrast, M3 expanded
to the level expected with an unchangeat a substantially faster rate in Septem-
policy stance. Market participants hadber and October than it had earlier in the
anticipated some tightening of monetaryear, reflecting a surge in its large time
policy at the September 24 meeting, andeposit and other managed liability
the announcement of an unchangedomponents to meet business demand
policy led to an immediate decline infor bank loans. For the year through
interest rates, with the larger decreaseSctober, M3 was estimated to have
occurring at the shorter end of the yieldgrown at a rate around the top of its
curve. Interest rates, especially thosannual range. Total domestic nonfinan-
at intermediate and longer maturitiescial debt had expanded moderately on
dropped further over the remainder obalance over recent months and had
the period in response to informationremained in the middle portion of its
indicating that price and labor cost presfange.
sures were lower than market partici- The staff forecast prepared for this
pants had expected. Equity marketsneeting suggested that the expansion
responded to the declines in interestvould continue at a rate close to, or
rates as well as to favorable earningperhaps a little above, the economy’s
reports, and most major indexes reacheestimated growth potential. Consumer
record highs. spending was projected to rebound in
In foreign exchange markets, thethe current quarter and subsequently to
trade-weighted value of the dollar inexpand at a moderate pace in line with
terms of the other G-10 currencieshe projected increase in disposable
depreciated slightly on balance over théncome; the favorable effect on house-
intermeeting period. Interest rates in théold wealth of the rise that had occurred
foreign industrial countries fell some-in stock prices and the ample avail-
what less on average than did U.Sability of credit for most borrowers
interest rates. The dollar changed littlavere expected to balance continuing
against the German mark and most othezonsumer concerns about the adequacy
major continental European currenciespf their savings and the restraining effect
but it rose against the yen as prospectsf high household debt burdens. Home-
for a significant supplemental budgetuilding was forecast to decline slightly
package in Japan waned in the aftermatiurther in response to the previous
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backup in residential mortgage rates butetrenchment in inventory accumulation.
to stabilize at a relatively high level in With respect to the outlook for inflation,
the context of continued income growthmembers emphasized that despite wide-
and a generally favorable cash flowspread indications of tight labor mar-
affordability of home ownership. Busi- kets, the increase in wages had been
ness spending on equipment and struecnuted and somewhat less than antici-
tures was projected to grow less rapidlypated, and there was no broad evidence
in light of the anticipated moderateof rising price inflation. Indeed, many
growth of sales and profits. On balancemajor measures of inflation had exhib-
the external sector was expected tited a slight downtrend since 1993.
exert a small restraining influence onLooking ahead, views differed to some
economic activity over the projectionextent regarding the most likely course
period. A slight degree of fiscal restraintfor inflation. Several members indicated
was anticipated over the forecast horithat, while recent developments were
zon. Continued pressure on resourcegncouraging, they continued to see the
especially in labor markets, pointed torisks as tilted toward some rise, even
a likely underlying tendency toward assuming that the expansion settled
higher inflation over the projection into a pattern of growth near the econo-
period; however, it was expected thamy’s potential as they anticipated and
improved supply conditions in food andresource utilization remained near cur-
energy markets, as well as planned techrent levels; other members felt that the
nical changes, would damp increases inisks surrounding the forecasts for both
the consumer price index relative to theeconomic growth and price inflation had
elevated 1996 rate. become more evenly balanced, but more
In the Committee’s discussion, mem-evidence was needed before a firm judg-
bers commented that most recent devement could be reached.
opments bearing on the outlook for eco- In their review of developments in
nomic growth and inflation had beenkey sectors of the economy, members
favorable. The information on economicsaid that they anticipated a pickup in
activity since the September meetingonsumer spending from its much
had confirmed earlier indications ofreduced rate of growth in the third quar-
appreciable slowing in the expansion tder. While the factors relating to the
a sustainable pace close to the econg@rospects for consumer expenditures did
my’s potential. The outlook remainednot all point toward greater strength,
subject, as wusual, to considerablenembers tended to focus on those favor-
uncertainty, but many of the membersng an upturn. These included persisting
observed that underlying trends in keygrowth in employment and incomes
sectors of the economy along with genand clearly upbeat consumer sentiment
erally supportive financial conditionsas evidenced by recent surveys and
seemed consistent with further moderatanecdotal reports. Financial factors also
economic expansion. In this regardseemed likely on balance to accommo-
several focused on what they saw as theate continuing growth in consumer
promising prospects for a rebound inspending, in particular the marked
the growth of consumer expendituresncreases that had occurred in the value
following weak expansion in the third of stock holdings and a still-ample avail-
quarter; the pickup would help sustainability of credit to most households.
moderate economic growth over theSupporting evidence included anecdotal
nearer term despite some anticipateteports from retailers in a number of
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areas who were experiencing sizabléuilding activity was slowing somewhat,
gains in sales and seemed optimistiapparently in lagged response to earlier
about the outlook for the upcoming holi-increases in mortgage interest rates.
day season. Among the developmentslowever, in the context of the partial
that would tend to limit growth in con- reversal recently of the previous
sumer spending, members emphasizddcreases in mortgage rates and sus-
that the level of consumer indebtednestined growth in employment and
had strained the liquidity of many incomes, the housing sector was viewed
households. The growth of consumeass likely to exert only a minor constraint
credit was now exhibiting a moderatingon overall economic activity over the
trend, possibly pointing to restrainedforecast horizon. Another somewhat
spending by many households becauseegative factor in the outlook for eco-
of already heavy debt service burdensomic activity was the prospect of some
and generally tightening credit standardsvidening in the nation’s trade deficit
for consumer loans. Other negative facever the projection period.

tors cited in the outlook for consumer Fiscal policy currently remained on a
expenditures were the possibility of amildly restrictive course, but the range
correction in the stock market and theof potential developments was espe-
probable satisfaction of much of thecially wide, injecting an element of
earlier pent-up demand for consumeconsiderable uncertainty in the eco-
durables. In balancing these conflictingromic outlook. Legislation affecting the
influences, the members generally confederal budget could have marked bene-
cluded that a pickup in the growth official or adverse effects not only directly
consumer spending to a moderate paaen spending and incomes but also on
was a likely prospect for this critical business and consumer confidence and
sector of the economy. financial markets.

Business fixed investment was The growth of nonfarm business
expected to provide further but dimin-inventories in the third quarter had
ished impetus to the expansion. Thigxceeded earlier expectations, but mem-
view took account of the continuedbers commented that the sizable rise
availability of debt and equity financing appeared to have been largely voluntary
on favorable terms but also of expectaand the overall level of inventories was
tions of a more moderate growth trendstill historically low in relation to sales.
in sales and the substantial buildup thafgainst this background, inventory
had already occurred in stocks of equipaccumulation was likely to continue but
ment and structures. With regard to thet a slower pace in the current quarter.
latter, some overbuilding of commercialBeyond the near term, inventory invest-
and other structures characterized condment was expected to become a more
tions in a number of areas. Nonethelessieutral factor in the performance of the
members reported considerable nonreseconomy, given the absence of incen-
dential building activity in several partstives to build stocks relative to sales in a
of the country, and nationwide suchperiod of moderate growth in projected
activity was expected to help sustairdemand. The members recognized, how-
modest growth in overall nonresidentialever, that the prospective behavior of
construction in coming quarters. inventories remained subject to substan-

Recent data, supported by anecdotdlal uncertainties.
reports from several though not all parts In their discussion of the outlook for
of the country, suggested that residentiahflation, members again focused on
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developments in labor markets and theould not predict when a more normal
extent to which rising cost pressures inelationship would re-emerge. A related
those markets might be passed througtoncern was whether the tightness in
to higher prices. The statistical andlabor markets would ease sufficiently
anecdotal information generally contin-and quickly enough to prevent inflation
ued to point to tight labor markets and topressures from escalating significantly.
a somewhat faster rise in labor compenSome members mentioned a number of
sation costs this year. Even so, thdéavorable factors in the outlook for infla-
increases in such costs were still fallingion that tended to attenuate such con-
short of those that would have beercerns, such as reduced pressures on food
anticipated on the basis of historicalprices as a result of better-than-expected
experience under similar labor markeharvests and improved supply condi-
conditions. Moreover, the advance in thaéions in markets for energy. Relatively
overall employment cost index in therestrained monetary growth in recent
third quarter, while perhaps understatednonths also was cited as a development
to some extent, was appreciably beloveonsistent with subdued inflationary
expectations. At the same time, businegsressures. Moreover, the view was
firms generally were not raising theiradvanced that recent developments in
prices sufficiently to compensate forbond markets could be read as suggest-
faster increases in their labor costs, ting some decrease in inflationary expec-
the extent that the latter were occurringtations. On balance, while the members
evidently because of the persistencexpressed varying degrees of concern
of intense competition in most marketsthat tight labor markets and attendant
Indeed, with the notable exception ofincreases in wages might at some point
the overall consumer price index, thdead to rising price inflation, they agreed
rate of inflation as measured by varioushat there was little or no evidence of
broad price indexes had tended to easgich a development at this point and the
marginally or at worst to stabilize overoutlook was far from certain.
the past two years. Prices of farm com- In the Committee’s discussion of pol-
modities and industrial materials hadcy for the intermeeting period ahead, all
declined considerably recently. the members indicated that they could
Despite the recent encouraging resupport an unchanged policy stance and
ports on labor compensation and priceghe retention of a bias toward restraint in
the members agreed that the risks atfhe directive. The slowing of the expan-
rising inflation could not be dismissed,sion to a sustainable pace near the
and several continued to view slightlyeconomy’s growth potential and the
higher inflation as a likely if not inevi- recent surprisingly favorable inflation-
table prospect. Much would depend, ofary developments suggested lower risks
course, on the strength of the economiof strengthening price pressures and pro-
expansion and the associated degree wided the Committee with a desirable
pressure on resources, notably in laboopportunity to pause and observe further
markets which appeared to have comdevelopments bearing on the course of
paratively little slack in relation to other economic activity and inflation. Indeed,
producer resources. It was suggestetb the extent that inflation expectations
in this regard that restrained increasebad declined recently, short-term inter-
in labor compensation in comparisonest rates, which had changed little in
with historical experience probably werenominal terms, had edged higher in real
a transitory phenomenon, though ongerms, implying slightly greater mone-
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tary restraint and reducing the odds that The Federal Reserve Bank of New
inflation would pick up. York was authorized and directed, until
With regard to possible adjustmentdnstructed otherwise by the Committee,
to policy during the intermeeting period,to execute transactions in the System
all the members indicated that theyAccount in accordance with the follow-
could support a proposal to retain theng domestic policy directive:
current bias toward restraint. Several , , ) , )
viewed such a bias as desirable becauseThe information reviewed at this meeting

. - ., stiggests that growth in economic activity
they continued to believe that the risksigied substantially in the third quarter,

remained filted, at least to some extentand the limited available information indi-
toward rising inflation over time. In the cates continued moderate expansion more
circumstances, an asymmetric directivéecently. Private nonfarm payroll employ-

would best reflect their views even if, aghent increased appreciably on balance over
' _~September and October. The civilian unem-

Seemed_ likely, mtermeetln_g d_eve|0p'ployment rate remained at 5.2 percent in
ments did not prompt a policy tighten-Qciober. Industrial production, which contin-
ing adjustment. Other members comued to rise in the third quarter, appears to
mented that a shift to a symmetrichave declined in October owing in important
directive might be viewed as more con/neasure to work stoppages in the motor

: . QoL vehicles industry. Total retail sales turned up
sistent with the apparently dImInIShedin September after slumping earlier in the

inflationary pressures. They agreedsymmer. Housing starts fell in September
however, that such a shift would be prefrom the exceptionally high level registered
mature in the currently uncertain envi-in August. Outlays for business equipment

ronment and might signal, inaccuratelywere strong in the third quarter and new

rders continued to trend upward; business
that the Federal Reserve was |ess co pending on nonresidential structures posted

cerned about the possibilitf @ a mod- 5" noderate advance. Inventory investment

est upward trajectory in price inflation. was substantial in the third quarter, but
At the conclusion of the Committee’sinventory—sales ratios remained relatively

discussion, all the members indicatedow. The nominal deficit on U.S. trade in

that they supported a directive thaQOOdS and services widened considerably in

led f intaini th isti July—August from its average rate in the
called for maintaining he  exiStNg second quarter. Increases in labor compensa-

degree of pressure on reserve positionfon, though moderating in the third quarter,
and retaining a bias toward the possibl@éave trended up this year; consumer price
firming of reserve conditions during theinflation also has picked up this year, owing
intermeeting period. Accordingly, in theto larger increases in food and energy prices.

. ) Market interest rates have moved lower
context of the Committee’s Iong'runsince the Committee meeting on Septem-

objectives for price stability and sustainyer 24, 1996, with the largest declines occur-
able economic growth, and giving carexing in intermediate- and long-term maturi-
ful consideration to economic, financial,ties. In foreign exchange markets, the trade-
and monetary developments, the Comweighted value of the dollar in terms of

; ; e other G-10 currencies has depreciated
mittee decided that somewhat greate lightly over the intermeeting period.

reserve restraint would be acceptablé Growth of M2 in September and October
and slightly lesser reserve restraintemained below its pace in the first half of
might be acceptable during the interthe year, while expansion of M3 was sub-

meeting period. The reserve conditiongtantially higher over those two months. For
contemplated at this meeting wer he year through October, M2 is estimated to

- . ave grown at a rate in the upper half of the
expected to be consistent with moderatg ,mmittee’s annual range, and M3 at a rate

growth of M2 and relatively strong around the top of its range. Expansion in
expansion in M3 over coming months. total domestic nonfinancial debt has been
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moderate on balance over recent months arMeeting Held on
has remained in the middle portion of itSpacember 17, 1996
range.

The Federal Open Market CommitteeA meeting of the Federal Open Market

seeks monetary and financial conditions th ; ; ]
will foster price stability and promote Sus_a(tlommlttee was held in the offices of the

tainable growth in output. In furtherance of80ard of Governors of the Federal

these objectives, the Committee at its meetReserve System in Washington, D.C.,
ing in July reaffirmed the ranges it had estabon Tuesday, December 17, 1996, at

lished in January for growth of M2 and M3 9-:00 a.m.

of 1 to 5 percent and 2 to 6 percent respec-

tively, measured from the fourth quarter OfPresent:

1995 to the fourth quarter of 1996. The
monitoring range for growth of total domes-
tic nonfinancial debt was maintained at 3 to
7 percent for the year. For 1997 the Commit-
tee agreed on a tentative basis to set the same
ranges as in 1996 for growth of the monetary
aggregages and debt, measured from the
fourth quarter of 1996 to the fourth quarter
of 1997. The behavior of the monetary
aggregates will continue to be evaluated in
the light of progress toward price level
stability, movements in their velocities, and
developments in the economy and financial
markets.

In the implementation of policy for the
immediate future, the Committee seeks to
maintain the existing degree of pressure on
reserve positions. In the context of the Com-
mittee’s long-run objectives for price stabil-
ity and sustainable economic growth, and
giving careful consideration to economic,
financial, and monetary developments, some-
what greater reserve restraint would or
slightly lesser reserve restraint might be
acceptable in the intermeeting period. The
contemplated reserve conditions are ex-
pected to be consistent with moderate growth
in M2 and relatively strong expansion in M3
over coming months.

Votes for this action: Messrs. Greenspan,
McDonough, Boehne, Jordan, Kelley,
Lindsey, McTeer, Meyer, Mses. Phillips,

Rivlin, Mr. Stern, and Ms. Yellen. Votes

against this action: None.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, December 17, 1996.

The meeting adjourned at 12:25 p.m.

Donald L. Kohn
Secretary

Mr. Greenspan, Chairman

Mr. McDonough, Vice Chairman

Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Mr. Meyer

Ms. Phillips

Ms. Rivlin
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Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

=

Messrs. Hoenig, Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and Boston
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Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Lang, Lindsey, Mishkin,
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and Stockton, Associate
Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors
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Mr. Slifman, Associate Director, 1997. The changes included advancing
gtuvutsu?_n ofBResgar]?gand the normal time for initiating daily
atistics, board o overnors H
Mr. Reinhart, Assistant Director, gg.e?,rgtlons byd 0{1;4gour tOM be_twe?n
Division of Monetary Affairs, U am. an 40 a.m. hoving to
Board of Governors the earlier time would place Desk opera-

Ms. Low, Open Market Secretariat tions closer to the period during the day
Assistant, Division of Monetary  when the financing market was most
Mt B’?{%ﬁﬁ‘r’;@igfe%‘?ggg‘ggf active and thus in a position to accom-
Federal Reserve Bank of Atlanta mo_date a larger volume of System trans-
Messrs. Beebe, Davis, Eisenbeis, and actions when necessary. As at present,
Goodfriend, Senior Vice the Manager might choose to undertake
Presidents, Federal Reserve BankDesk operations at other times during
of San Francisco, Kansas City,  the day when special circumstances dic-
rAélsaprg?t’i\?Qs Richmond tate. The Manager also indicated that
Messrs. Gavin, Kos, and Rosengren, the normal time for domestic operations
Vice Presidents, Federal Reserve might be moved to an even earlier hour
Banks of St. Louis, New York, after expedited procedures were devel-
and Boston respectively oped for assembling the necessary statis-
Mr. Elz":g;'a’f‘sRSézg%Vé;%E Befsc'%?é‘;b , fical information on a timely basis for
such operations. In the interest of mak-
ing information about System opera-
By unanimous vote, the minutes oftions available more promptly to market
the meeting of the Federal Open Markeparticipants and the broader public, the
Committee held on November 13, 1996Desk also would begin at the start of
were approved. 1997 to announce the par amount of
The Manager of the System Opents market transactions shortly after the
Market Account reported on develop-completion of the operations. With re-
ments in foreign exchange markets sincepect to purchases of Treasury coupon
the meeting on November 13, 1996securities for System account, the Desk
There were no transactions in foreigrnad adopted about one year ago the
currencies for System account duringractice of making such purchases in
this period, and thus no vote wasseparate maturity tranches but might at
required of the Committee. its option in the future spread such pur-
The Manager also reported on develehases over a number of weeks rather
opments in domestic financial marketshan over the course of several days.
and on System open market transactioriBhis more flexible timing would allow
in government securities and federathe Desk to inject reserves into the bank-
agency obligations during the perioding system through outright operations
from November 13, 1996, throughas the need arose without waiting for
December 16, 1996. By unanimoughat need to accumulate to particularly
vote, the Committee ratified thesehigh levels.
transactions. All the members who commented
The Committee members discussedndorsed the changes, with several
certain changes in the procedures fonoting that they were appropriate
conducting domestic open market operaresponses to evolving market circum-
tions that the Manager of the Systenstances. Because the new procedures did
Open Market Account had proposed fomnot involve any alterations in the Com-
implementation at the beginning ofmittee’s current directives, authoriza-
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tions, or rules, a formal vote was notment in construction and manufacturing
required. rose moderately. The civilian unemploy-
The Committee then turned to a disiment rate increased slightly, to 5.4 per-
cussion of the economic and financiatent, in November.
outlook and the implementation of Industrial production rose sharply in
monetary policy over the intermeetingNovember after a small October decline.
period ahead. A summary of the ecoA rebound in motor vehicle assemblies
nomic and financial information avail- from the disruptive effects of work
able at the time of the meeting and ofstoppages accounted for much of the
the Committee’s discussion is providedncrease in production in November, but
below, followed by the domestic policy output from utilities also surged in
directive that was approved by the Comsesponse to unusually cool weather. The
mittee and issued to the Federal Reserny@roduction of nondurable consumer
Bank of New York. goods and business equipment other
The information reviewed at thisthan motor vehicles also was up signifi-
meeting suggested that economic activeantly in November, while the manufac-
ity had continued to expand at a mod+ure of consumer durables and defense
erate pace in recent months. Consumemd space equipment decreased further.
spending had rebounded from its sumReflecting the strong advance in pro-
mer lull, but housing demand was someeluction, the utilization of total industrial
what weaker on balance and the growtlcapacity picked up considerably in
of business spending on durable equipNovember.
ment had slowed from a very rapid pace. Consumer spending increased appre-
Although inventory investment had ciably on balance in recent months after
picked up, stocks in most sectors haa lackluster performance in the summer.
remained well aligned with sales. BothTotal retail sales fell in November but
industrial production and employmentnonetheless were considerably above
had recorded sizable advances. Increastiwir average in the third quarter. The
in labor compensation had trended upNovember decline reflected weakness in
this year, and consumer price inflatiorauto sales; retail spending on other
also had picked up, but the faster rise iftems, notably nonauto durable goods,
overall consumer prices owed entirelyrose significantly further. Spending on
to larger increases in food and energgervices picked up in October (latest
prices. data) following a relatively weak third
Private-sector demand for laborquarter. Housing starts rebounded in
remained solid in November. PrivateNovember after having declined in Sep-
nonfarm payroll employment increasedember and October. Single-family starts
appreciably further in November afterin November were a little below the
an October surge, and the average worlaverage pace of previous months in the
week of private production or nonsuperyear, while multifamily starts surged to
visory workers retraced more than halfa level not seen since late 1990. By
of its October decline. Service industrieontrast, sales of both new and existing
recorded another large gain in employhomes dropped again in October (latest
ment despite a sharp drop in payrolls atlata).
help-supply firms, and the number of Growth of business fixed investment
jobs in retail trade expanded further inappeared to have slowed to a moderate
November after a steep rise in Octobempace in the fourth quarter after a sharp
In the goods-producing sector, employtise in the previous quarter. Shipments
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of nondefense capital goods fell in Octo-exports reflected lower sales of aircraft
ber, reversing a sizable September gaignd gold. Increases in imports were
however, recent data on orders pointewidespread but they were largely offset
to further increases in business spendinpy declines in imports of gold and semi-
for equipment, especially for commu-conductors. Economic growth picked
nications equipment where shipmentsip in most of the major foreign indus-
already were at a high level. Businesdrial countries in the third quarter, but
investment in transportation equipmentvailable indicators generally suggested
evidently weakened, as sales of heavgome slowing of growth in the fourth
trucks remained sluggish and producguarter. In Japan, by contrast, economic
tion shortfalls held back fleet sales ofactivity had been sluggish in the third
light vehicles. By contrast, nonresiden-quarter but appeared to have picked up
tial construction continued to expand amore recently.
a solid rate in October, with building Consumer price inflation in October
activity particularly strong in the office, and November was lifted slightly by
other commercial, institutional, andsizable advances in energy prices and, to
industrial categories. a lesser degree, increases in food prices;
Business inventory investment pickechowever, consumer prices for items
up sharply in October from the slowother than food and energy rose mod-
September pace, but total stock®stly during the two months. The rise in
remained at a low level in relation tocore consumer prices over the twelve
sales. Most of the October increasenonths ended in November was some-
occurred at the wholesale level; invenwhat smaller than it had been over the
tories of farm products turned upprevious twelve months, although the
sharply after months of sizable draw-total index registered a bigger advance
downs, and petroleum stocks were builas a result of larger increases in food
up from unseasonably low levels. De-and energy prices. At the producer level,
spite the October rise, the ratio ofprices of finished energy goods rose
wholesale inventories to shipmentssharply in October and November while
remained at the lower end of its rangeprices of finished foods advanced less
over recent years. In manufacturingrapidly. Excluding food and energy,
stocks increased at a pace in line withprices of finished goods edged lower on
shipments, and the aggregate inventorybalance over October and November,
shipments ratio stayed at a very lowand in the twelve months ended in
level. Retail inventories were up moder-November, these prices rose substan-
ately in October. The inventory—saledially less than in the previous twelve
ratio for the sector was unchanged andhonths. Average hourly earnings of
remained in the middle of its range ovemproduction and nonsupervisory workers
recent years. were up considerably in November after
The nominal deficit on U.S. trade inhaving edged down in October. The
goods and services was somewhat largéwelve-month rise in this index was
in September than in August; exportssomewhat larger than the advance over
decreased slightly in September whilghe previous twelve months.
imports were little changed. For the At its meeting on November 13,
third quarter, the deficit widened sub-1996, the Committee adopted a directive
stantially from its rate in the secondthat called for maintaining the existing
quarter as exports fell and imports roselegree of pressure on reserve positions
moderately. Nearly all of the decline inbut that included a bias toward the pos-
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sible firming of reserve conditions dur-terms of the other G-10 currencies rose
ing the intermeeting period. The direc-slightly over the intermeeting period.
tive stated that in the context of theThe dollar rose even more against the
Committee’s long-run objectives for German mark and the French franc amid
price stability and sustainable economiéncreased market apprehension that the
growth, and giving careful considerationEuropean Monetary Union’s common
to economic, financial, and monetarycurrency, the euro, will not be as strong
developments, somewhat greater resengcurrency as the mark. The dollar also
restraint would be acceptable andnight have been boosted by statements
slightly lesser reserve restraint might by French and German officials that
acceptable during the intermeetingsuggested the dollar was undervalued
period. The reserve conditions associagainst their currencies.
ated with this directive were expected to Expansion of the broad monetary
be consistent with moderate growth ofaggregates was relatively strong in
M2 and relatively strong expansion ofNovember. Growth of M2 picked up,
M3 over coming months. reflecting a sharp increase in demand
Open market operations during thedeposits and smaller runoffs in other
intermeeting period were directed to-checkable deposits. Inflows to retail
ward maintaining the existing degree ofmoney market funds remained substan-
pressure on reserve positions. Howevetial. Expansion of M3 moderated some-
the federal funds rate tended to averagehat from its brisk pace in October as
a little above the level expected with angrowth in business demands for credit
unchanged policy stance in apparent reslowed and banks reduced their reliance
sponse to scattered operating problemsn large time deposits and other man-
and occasional unexpectedly large cleamlaged liability components. For the year
ing needs at banks. Other short-ternthrough November, M2 was estimated
interest rates registered small mixedo have grown at a rate in the upper half
changes since the November 13 meebf the Committee’s annual range, and
ing; Treasury bill rates drifted lower, M3 at a rate a little above the top of its
partly because of heightened demandsange. Total domestic nonfinancial debt
for safety and liquidity as asset market&xpanded moderately on balance over
became more volatile during the periodrecent months and remained in the
while year-end pressures boosted ratemiddle portion of its range.
on private instruments with maturities in  The staff forecast prepared for this
early 1997. At longer maturities, yieldsmeeting suggested that the expansion
drifted lower over most of the inter- would be sustained at a pace close to
meeting period in response to incominghe economy’s estimated growth poten-
data that suggested economic growthial. Consumer spending was projected
would remain moderate and inflationto increase at a rate generally in line
subdued, but they rebounded late in thaith the anticipated rise in disposable
period in response to the release oihcome; the favorable effects on house-
firmer economic data and growing con-hold wealth of the advance that had
cerns regarding the sustainability of curoccurred in stock prices and the ample
rent domestic asset prices. Despite thesevailability of credit for most borrowers
concerns, most major indexes of equityvere expected to balance the damping
prices advanced further on balance. effects of continuing consumer concerns
In foreign exchange markets, theabout the adequacy of their savings, the
trade-weighted value of the dollar insecurity of their jobs, and the extent of
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their debt burdens. Homebuilding wasnent. The overall pace of the expan-
forecast to decline somewhat but tcsion was expected to be restrained to an
stabilize at a relatively high level in the extent, however, by declining federal
context of continued income growthgovernment outlays for goods and ser-
and the generally favorable cash—-flowices and ongoing weakness in net
affordability of home ownership. Busi- exports.
ness spending on equipment and struc- Despite the prospects for moderate
tures was projected to expand less rappconomic growth, members observed
idly in light of some anticipated slowing that the risks on inflation still seemed to
in the growth of sales and profits. Fiscabe tilted toward some rise over time.
policy and the external sector wereMeasures of core inflation had displayed
expected to continue to exert smallittle trend and even some decline over
restraining influences on economicdhe past year. However, wage increases
activity over the projection period. Con-had moved higher over that period, a
sumer price inflation, excluding the rela-development suggesting the possibility
tively volatile food and energy compo-that labor markets might be tighter than
nents of the price index, was forecastould be sustained over the long term.
to rise slightly over 1997 and 1998 inAt some point accelerating labor com-
the context of anticipated high resourcgpensation costs, were they to continue,
use and an accompanying appreciablikely would spill over into higher infla-
pickup in the growth of labor compen-tion. Such an outcome remained subject
sation that would be augmented by théo a great deal of uncertainty, however,
legislated rise in the federal minimumin light of the relatively benign behavior
wage. Somewhat larger increases woulth recent years of both wages and prices
have been projected in consumer pricen comparison with historical experi-
inflation in the absence of anticipatedence at prevailing levels of resource
technical measurement changes to thetilization.
index. In the Committee’s discussion of
In the Committee’s discussion ofdevelopments in major sectors of the
current and prospective developmentgconomy bearing on the outlook for
members commented that the informabusiness activity, members noted that
tion received during the relatively shortconsumer spending had picked up as
interval since the previous meeting haaxpected after a lull during the summer
not materially altered either their assessmonths. Survey data and anecdotal
ment that the economy was performingeports suggested that consumer confi-
quite favorably or their forecasts of fur-dence was currently high, and there
ther growth at a pace averaging near thevere widespread indications of robust
economy’s potential. The economy cur+etail sales during the early weeks of the
rently displayed fairly solid underpin- holiday season, though holiday sales
nings, with few imbalances of the kindwere always difficult to read at this
that historically had tended to createstage. Thus far, however, sales of motor
problems. Against the background ofvehicles had not strengthened to the
generally supportive financial conditionsextent that was anticipated after full pro-
and a high degree of consumer anduction was restored following a work
business confidence, further economistoppage at a major manufacturer. Mem-
growth was thought likely to be sus-bers cited a number of factors—the rise
tained by appreciable increases in conin consumer debt burdens, tightening
sumer spending and business investonsumer credit standards, continued
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worker concerns about job securitywas projected to remain moderate and,
and the satisfaction of earlier pent-uparring unexpected surges or declines in
demands—that were tending to inhibitfinal sales, was not likely to be a signifi-
the growth in consumer spending anatant factor affecting the course of the
perhaps helped to explain why the sharpconomy.
increases in stock market wealth had not The recent information on residential
been accompanied by stronger growtlsonstruction was mixed. Weakness in
in such spending. The behavior of thdate summer and early fall evidently
stock market injected an additional noteeflected the effects of earlier increases
of uncertainty into the forecast for con-in mortgage interest rates, but some
sumer spending and the economy mormeasures of housing activity in Novem-
generally. The rise over recent years haller indicated unexpected strength. In
been extraordinary and had broughaddition, reports from around the coun-
market valuations to fairly high levels try pointed to uneven conditions ranging
relative to earnings and dividends. Infrom further strength to some emerging
these circumstances, the members regreakness in regional housing markets.
ognized the need to monitor with specialOn balance, the statistical and anecdotal
care price movements in the stock marinformation was interpreted, by some
ket and asset markets more generalljnembers at least, as consistent with a
for their implications for consumer andtendency for housing activity to sta-
other spending. On balance, favorabléilize. In this view, a level of housing
employment and income conditionsconstruction somewhat below the peak
seemed likely to foster a level ofreached earlier in 1996 was likely to be
consumer spending that would providesustained, buoyed in part by the recent
key support for sustained economidecline in mortgage interest rates and
expansion. the continuing rise in consumer incomes
The members anticipated smalleland favorable consumer sentiment.
though still sizable gains in business A modest degree of fiscal restraint
fixed investment over the year aheadseemed likely over the next two fiscal
Slowing growth in profit levels and cashyears. Some members expressed opti-
flows was likely to retard spending for mism with regard to the prospects for an
many types of business equipment, buagreement between the President and
favorable prices, advancing technologythe Congress that would provide a basis
and readily available financing probablyfor reaching a balanced budget by the
would continue to foster rapid expan-year 2002. Such an agreement would
sion in office, computing, and commu-need to include controversial constraints
nications equipment. The outlook foron the growth of entitlements, but
nonresidential construction remainedts achievement would have favorable
uneven across the country, but such coreffects on financial markets and on busi-
struction seemed likely to edge higheiness and consumer sentiment more gen-
on balance over the next several quarerally, thereby tending to offset at least
ters. Members noted in this regard thain part any direct effects of reduced fed-
the construction of office buildings haderal spending on aggregate demand.
strengthened in a number of urban areas. Members anticipated that the external
Business inventories currently seemedector of the economy would continue
on the whole to be at desired and suso exert some restraint on domestic
tainable levels in relation to sales. In theeconomic activity, though perhaps to a
circumstances, inventory accumulatiodesser extent than over the past year. In
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particular, the growth of U.S. exportsinflation and the uncertainties surround-
was expected to accelerate somewhat ing the outlook. Thus, while the longer-
association with some strengthening oterm risks might point toward rising
average in the economies of the nation’aflation, there were reasonable pros-
key trading partners. The economigects that inflation would remain con-
recovery in Mexico from its earlier tained, and any pickup in inflation,
financial crisis was already providing ashould it occur, was likely to be limited
considerable boost to exports from somat least for a time. In the circumstances,
parts of the United States. the members concluded that watchful
Inflation had remained subdued, butvaiting remained the prudent course for
the members continued to view the riskgolicy as they continued to assess ongo-
as tilted toward increases in the futureing developments. Because the risks of
Labor compensation costs clearly werevaiting did not appear to be substantial
rising at a faster pace in the context ofat this juncture, anticipatory tightening
persistently tight labor markets, and arwas not yet called for.
upturn in core price inflation seemed Inthe Committee’s discussion of pos-
quite possible at some point in thesible adjustments to policy during the
absence of some easing of pressures intermeeting period, members agreed
labor markets. However, the membershat the retention of an asymmetric
recognized that the increase in wagelirective toward tightening was consis-
inflation had been significantly less thartent with their view that the risks
would have been anticipated on the basiseemained biased toward higher inflation.
of historical relationships with labor Accordingly, while they were not sug-
market conditions, and price perfor-gesting that policy should be especially
mance also had been more favorablquick to react to incoming information
than those relationships would have sugsever the intermeeting period, they did
gested. In the circumstances, there was\aew the next policy move as more
good deal of uncertainty regarding thdikely to be in the direction of some
outlook for inflation, including the firming than toward easing. In this con-
potential degree of utilization in labor nection, some members emphasized that
markets, the associated pressures anwould be especially important for the
labor costs, and the ability of firms toCommittee to act promptly to counter
pass higher labor costs into prices irany tendency for price inflation to rise
markets that generally continued to bend for higher inflation expectations to
described as highly competitive. Withbecome embedded in financial markets
the economy operating in the neighborand economic decisionmaking more
hood of its sustainable potential, rela-generally.
tively minor differences in overall eco- At the conclusion of the Committee’s
nomic growth could have a significantdiscussion, all the members indicated
effect over time on whether inflationthat they supported a directive that
would tend to trend up or down. called for maintaining the existing
In the Committee’s discussion of pol-degree of pressure on reserve positions
icy for the intermeeting period ahead,and that retained a bias toward the pos-
all the members supported a proposaible firming of reserve conditions dur-
to maintain an unchanged policy stancéng the intermeeting period. Accord-
while also retaining a bias towardingly, in the context of the Committee’s
restraint in the directive. An unchangedong-run objectives for price stability
policy was warranted by the quite satisand sustainable economic growth, and
factory performance of the economy andjiving careful consideration to eco-
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nomic, financial, and monetary develop-domestic nonfinancial debt has expanded
ments, the Committee decided thafmoderately on balance over recent months

somewhat greater reserve I,estram'%nd has remained in the middle portion of its
range

would be acce_ptable_ and slightly lesser the rederal Open Market Committee
reserve restraint might be acceptablgeeks monetary and financial conditions that
during the intermeeting period. Thewill foster price stability and promote sus-

reserve conditions contemplated at thiginable growth in output. In furtherance of

; ; ese objectives, the Committee at its meet-
meeting were expected to be ConSISterﬁrE:g in July reaffirmed the ranges it had estab-

with relatively strpng expansion in M2 lished in January for growth of M2 and M3
and M3 over coming months. of 1 to 5 percent and 2 to 6 percent respec-
The Federal Reserve Bank of Newtvely, measured from the fourth quarter
York was authorized and directed, untilof 1995 to the fourth quarter of 1996. The
instructed otherwise by the CommitteeMonitoring range for growth of total domes-

; ; ¢ nonfinancial debt was maintained at 3 to
to execute transactions in the Syste percent for the year. For 1997, the Commit-

Account in accordance with the follow- (ee agreed on a tentative basis to set the same
ing domestic policy directive: ranges as in 1996 for growth of the monetary
aggregates and debt, measured from the
The information reviewed at this meetingfourth quarter of 1996 to the fourth quarter
suggests that economic activity has continof 1997. The behavior of the monetary aggre-
ued to expand at a moderate pace. Privagates will continue to be evaluated in the
nonfarm payroll employment increasedlight of progress toward price level stability,
appreciably further in November, althoughmovements in their velocities, and develop-
the civilian unemployment rate edged upments in the economy and financial markets.
to 5.4 percent. Industrial production rose In the implementation of policy for the
sharply in November, in part because of dmmediate future, the Committee seeks to
rebound in motor vehicle assemblies that haghaintain the existing degree of pressure on
been depressed earlier by work stoppageggeserve positions. In the context of the Com-
Consumer spending has posted appreciabigittee’s long-run objectives for price stabil-
gains over recent months after a summer lullity and sustainable economic growth, and
Housing starts rebounded in November aftegiving careful consideration to economic,
declining in September and October. Busifinancial, and monetary developments,
ness fixed investment appears to be growingomewhat greater reserve restraint would
moderately after a sharp rise in the thirdor slightly lesser reserve restraint might
quarter. The nominal deficit on U.S. trade inbe acceptable in the intermeeting period.
goods and services widened substantially iThe contemplated reserve conditions are
the third quarter from its rate in the seconcexpected to be consistent with relatively
quarter. Increases in labor compensatiostrong expansion in M2 and M3 over coming
have trended up this year, and consumenonths.
price inflation also has picked up owing to
larger increases in food and energy prices.  Votes for this action: Messrs. Greenspan,
Short-term market interest rates have reg- McDonough, Boehne, Jordan, Kelley,
istered mixed changes since the Committee Lindsey, McTeer, Meyer, Mses. Phillips,
meeting on November 13, 1996, while long- Rivlin, Mr. Stern, and Ms. Yellen. Votes
term yields have risen slightly. In foreign against this action: None.
exchange markets, the trade-weighted value

of the dollar in terms of the other G-10 |t was agreed that the next meeting

currencies has risen slightly over the inter- :
meeting period. of the Committee would be held on

Growth of M2 picked up in November, Tuesday-Wednesday, February 4-5,
while expansion of M3 moderated somewhaf 997.
from its brisk pace in October. For the year The meeting adjourned at 12:40 p.m.
through November, M2 is estimated to have
grown at a rate in the upper half of the
Committee’s annual range, and M3 at a rate Donald L. Kohn
a little above the top of its range. Total Secretary
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