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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 cur-
market operations, that it shall recordency 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 madd998. Changes in the instruments during
at those meetings as well as'sualeof the year are reported in the minutes 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 theAAuthorization for Domestic
Committee at the time of the meeting<2P€N Market Operations
e ™ 2% &Y MY PV, Efrect January 1, 1098

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 thefank 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. Whencgmittee:
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 domestidederal 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 of2. In order to ensure the effective conduct of
business on the day following such meetingpen 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 t8. 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 acceptancgaragraph 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, shalhis paragraph may provide for a service fee
be determined by competitive bidding, afterwhen appropriate.
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Domestic Policy Directive of 1 to 5 percent and 2 to 6 percent respec-
tively, measured from the fourth quarter of
In Effect January 1, 1998 1996 to the fourth quarter of 1997. The range

for growth of total domestic nonfinancial
The information reviewed at this meetingdebt was maintained at 3 to 7 percent for the
suggests that economic activity continued tgyear. For 1998, the Committee agreed on a
grow rapidly in recent months. Nonfarm pay-tentative basis to set the same ranges as in
roll employment increased sharply in Octo-1997 for growth of the monetary aggregates
ber and November; the civilian unemploy-and debt, measured from the fourth quarter
ment rate fell to 4.6 percent in November,of 1997 to the fourth quarter of 1998. The
its low for the current economic expansionbehavior of the monetary aggregates will
Industrial production continued to advancecontinue to be evaluated in the light of
at a brisk pace in October and Novemberprogress toward price level stability, move-
Retail sales were unchanged on balancments in their velocities, and developments
over the two months after rising sharply inin the economy and financial markets.
the third quarter. Housing starts increased In the implementation of policy for the
slightly further in October and November.immediate future, the Committee seeks con-
Available information suggests on balanceditions in reserve markets consistent with
that business fixed investment will slow frommaintaining the federal funds rate at an
the exceptionally strong increases of the secverage of around’a percent. In the context
ond and third quarters. The nominal deficitof the Committee’s long-run objectives for
on U.S. trade in goods and services widenefrice stability and sustainable economic
significantly in the third quarter from its rate growth, and giving careful consideration to
in the second quarter. Price inflation hasconomic, financial, and monetary develop-
remained subdued, despite some increase inents, a slightly higher federal funds rate or
the pace of advance in wages. a slightly lower federal funds rate might

Short-term interest rates have registerede acceptable in the intermeeting period.
small mixed changes since the day befor&he contemplated reserve conditions are
the Committee meeting on November 12gexpected to be consistent with some modera-
1997, while bond yields have fallen some-tion in the growth in M2 and M3 over com-
what. Share prices in U.S. equity marketsng months.
recorded mixed changes over the period,;
equity markets in other countries, notably
in Asia, have remained volatile. In foreignAuthorization for Foreign
exchange markets, the value of the dollar h 0 ti
risen over the intermeeting period in terms urrency OUperations
of both the trade-weighted index of the other
G-10 countries and the currencies of a numin Effect January 1, 1998
ber of Asian countries.

M2 and M3 grew rapidly in November. 1. The Federal Open Market Committee
For the vyear through November, M2authorizes and directs the Federal Reserve
expanded at a rate slightly above the uppeBank of New York, for System Open Market
bound of its range for the year and M3 at aAccount, to the extent necessary to carry out
rate substantially above the upper bound athe Committee’s foreign currency directive
its range. Total domestic nonfinancial deb&and express authorizations by the Committee
has expanded in recent months at a pagaursuant thereto, and in conformity with
somewhat below the middle of its range.  such procedural instructions as the Commit-

The Federal Open Market Committeetee may issue from time to time:
seeks monetary and financial conditions that ~ A. To purchase and sell the following
will foster price stability and promote sus-foreign currencies in the form of cable trans-
tainable growth in output. In furtherance offers through spot or forward transactions on
these objectives, the Committee at its meethe open market at home and abroad, includ-
ing in July reaffirmed the ranges it had estabing transactions with the U.S. Treasury, with
lished in February for growth of M2 and M3 the U.S. Exchange Stabilization Fund estab-
- lished by Section 10 of the Gold Reserve

1. Adopted by the Committee at its meeting onAct of 1934, with foreign monetary authori-
December 16, 1997. ties, with the Bank for International Settle-
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ments, and with other international financial Amount

institutions: Foreign bank (millions of
dollars equivalent)

Austrian schillings Italian lire Austrian National Bank . .. . 250
Belgian francs Japanese yen National Bank of Belgium 1,000
Canadian dollars Mexican pesos Bank of Canada 2,000
Danish kroner Netherlands guilders National Bank of Denmark To50
Pounds sterling Norwegian kroner Bank of England. ........... N ....3,000
French francs Swedish kronor Bank Of FranCe. .........oovvveiiiiiiinnnn. 2,000
German marks Swiss francs German Federal Bank....................... 6,000
Bankofltaly...............ooiiiiiiiiat, 3,000
Bank of Japan.................o 5,000
B. To hold balances of, and to haveRaqcin@ Bonc: 1305,
outstanding forward contracts to receive OBank of NOrWay ................ccoveeeevenn.. 250
to de"ver, the foreign currencies listed inBar)k of S\(veden .............................. 300
aragraph A above Swiss National Bank......................... 4,000
p ' Bank for International Settlements
. . Dollars against Swiss francs................ 600
C. To _draW foreign currencies and to poliars against authorized European
permit foreign banks to draw dollars under currencies other than Swiss francs.. ... 1,250

the reciprocal currency arrangements listect
in paragraph 2 below, provided that draw- . .

ings by either party to any such arrangemerNY changes in the terms of existing swap
shall be fully liquidated within 12 months arrangements, and the proposed terms of any
after any amount outstanding at that timg!€W arrangements that may be authorized,
was first drawn, unless the CommitteeShall be referred for review and approval to
because of exceptional circumstances, sp&le Committee.

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

D. To maintain an overall open posi-undertaken under paragraph 1(A) above
tion in all foreign currencies not exceedingshall, unless otherwise expressly authorized
$25.0 billion. For this purpose, the overallby the Committee, be at prevailing market
open position in all foreign currencies isrates. For the purpose of providing an invest-
defined as the sum (disregarding signs) ofent return on System holdings of foreign
net positions in individual currencies. Thecurrencies, or for the purpose of adjusting
net position in a single foreign currency isinterest rates paid or received in connection
defined as holdings of balances in that curwith swap drawings, transactions with for-
rency, plus outstanding contracts for futureeign central banks may be undertaken at
receipt, minus outstanding contracts fomon—market exchange rates.
future delivery of that currency, i.e., as the
sum of these elements with due regard ta. |t shall be the normal practice to arrange
sign. with foreign central banks for the coordina-

tion of foreign currency transactions. In mak-
2. The Federal Open Market Committeeng operating arrangements with foreign
directs the Federal Reserve Bank of Newcentral banks on System holdings of foreign
York to maintain reciprocal currency currencies, the Federal Reserve Bank of
arrangements (“swap” arrangements) for theNew York shall not commit itself to maintain
System Open Market Account for periods upany specific balance, unless authorized by
to a maximum of 12 months with the follow- the Federal Open Market Committee. Any
ing foreign banks, which are among thoseagreements or understandings concerning the
designated by the Board of Governors of thedministration of the accounts maintained by
Federal Reserve System under Section 214t6e Federal Reserve Bank of New York with
of Regulation N, Relations with Foreign the foreign banks designated by the Board
Banks and Bankers, and with the approval 0bf Governors under Section 214.5 of Regu-
the Committee to renew such arrangementstion N shall be referred for review and
on maturity: approval to the Committee.
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5. Foreign currency holdings shall be C. From time to time, to transmit
invested to ensure that adequate liquidity i@ppropriate reports and information to the
maintained to meet anticipated needs and d€ational Advisory Council on International
that each currency portfolio shall generallyMonetary and Financial Policies.
have an average duration of no more than
18 months (calculated as Macaulay durag. Staff officers of the Committee are autho-
tion). When appropriate in connection withrized to transmit pertinent information on
arrangements to provide investment faC|I|t|e$ystem foreign currency operations to appro-
for foreign currency holdings, U.S. Govern-priate officials of the Treasury Department.
ment securities may be purchased from for-
eign central banks under agreements fo§ Al Federal Reserve Banks shall partici-
repurchase of such securities within 30 calpate in the foreign currency operations for
endar days. System Account in accordance with para-
6. All operations undertaken pursuant t raph 3 G(1) of the Board of Governors'
: Oétatement of Procedure with Respect to For-

the preceding paragraphs shall be reportegj), Rejationships of Federal Reserve Banks
promptly to the Foreign Currency Sub-dated January 1. 1944
committee and the Committee. The Foreign Y '

Currency Subcommittee consists of the

Chairman and Vice Chairman of the Com-

mittee, the Vice Chairman of the Board of

Governors, and such other member of th(l,\:
Board as the Chairman may designate (or in
the absence of members of the Board servingd Effect January 1, 1998
ggstigiastgzcgy Tﬁgeglh%?rizﬁoggdzmgmgteéi' System operatio_ns in foreign cur_renci_es
and in the absence of the Vice Chairman o??éigr?enn?g%tbecgggﬁitggsat C(r):\%egldngﬂ?;st-
tﬂe Cortw)]mlttee_, his arl]telrln%te)- l\/lllegtlngs r?(fnarke)': exchange rates for t%e U.S. dollar
the Subcommittee shall be called at t flect actions and behavior consistent with
request of any member, or at the request c{ﬁe IME Article IV. Section 1

the Manager, System Open Market Accoun ’ )

(“Manager”), for the purposes of reviewing . . )
recent or contemplated operations and of- 10 achieve this end the System shall:

consulting with the Manager on other mat- A. Undertake spot and forward pur-

ters relating to his responsibilities. At the .pases and sales of foreign exchange.
request of any member of the Subcommittee,

questions arising from such reviews and con- B, Maintain  reciprocal  currency

sultations shall be referred for determination“swap”) arrangements with selected for-

to the Federal Open Market Committee.  eign central banks and with the Bank for
International Settlements.

oreign Currency Directive

7. The Chairman is authorized:
_ ) C. Cooperate in other respects with

A. With the approval of the Commit- central banks of other countries and with
tee, to enter into any needed agreement Ghternational monetary institutions.
understanding with the Secretary of the Trea-
sury about the division of responsibility for 3 - Transactions may also be undertaken:
foreign currency operations between the Sys-
tem and the Treasury; A. To adjust System balances in light

of probable future needs for currencies.
B. To keep the Secretary of the Trea-

sury fully advised concerning System for- B. To provide means for meeting Sys-
eign currency operations, and to consult withtem and Treasury commitments in particular
the Secretary on policy matters relating tocurrencies, and to facilitate operations of the
foreign currency operations; Exchange Stabilization Fund.
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C. For such other purposes as may bé&on in a single foreign currency exceeding
expressly authorized by the Committee. ~ $150 million, or $300 million when the
operation is associated with repayment of
4. System foreign currency operations shalswap drawings.

be conducted: . .
C. Any operation that might generate a

A. In close and continuous consulta-substantial volume of trading in a particular
tion and cooperation with the United Statesurrency by the System, even though the
Treasury; change in the System’s net position in that

. . __currency might be less than the limits speci-
B. In cooperation, as appropriate, withfieq in 1.B.

foreign monetary authorities; and
. . . D. Any swap drawing proposed by a
C. Inamanner consistent with the obli-treign bank not exceeding the larger of

gations of the United States in the Interari) $500 million or (ii) 15 percent of the size
tional Monetary Fund regarding exchangey the swap arrangement.

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

; ; mittee (or with the Subcommittee, if the

Erocedl,:rfll :PSthtIO(?S with Subcommittee believes that consultation
espect lo Foreign Lurrency with the full Committee is not feasible in the
Operations time available, or with the Chairman, if the

Chairman believes that consultation with the

Subcommittee is not feasible in the time
In Effect January 1, 1998 available):

In conducting operations pursuant to the A Any operation that would result in a
authorization and dl_l’eCtlon of the Fe.derabhange in the System’s overa” open position
Open Market Committee as set forth in the foreign currencies exceeding $1.5 billion

Authorization for Foreign Currency Opera-gince the most recent regular meeting of the
tions and the Foreign Currency Directive,committee.

the Federal Reserve Bank of New York,

through the Manager, System Open Market B. Any swap drawing proposed by a

Account (“Manager”), shall be guided by foreign bank exceeding the larger of (i) $200

the following procedural understandingsmillion or (ii) 15 percent of the size of the

with respect to consultations and clearanceswap arrangement.

with the Committee, the Foreign Currency

Subcommittee, and the Chairman of the3. The Manager shall also consult with the

Committee. All operations undertaken pursuSubcommittee or the Chairman about pro-

ant to such clearances shall be reportedosed swap drawings by the System, and

promptly to the Committee. about any operations that are not of a routine
character.

1. The Manager shall clear with the Sub-

committee (or with the Chairman, if the

Chairman believes that consultation with thqvleeting Held on

Subcommittee is not feasible in the timerop-arv 3-4. 1998

available): Yy ,

A. Any operation that would result in a A mee_tlng of the Feo_'EVa' Op_en Market
change in the System’s overall open positiofe0mmittee was held in the offices of the
in foreign currencies exceeding $300 millionBoard of Governors of the Federal
on any day or $600 million since the mostReserve System in Washington, D.C.,
recent regular meeting of the Committee. 5 Tuesday, February 3, 1998, at 2:30

B. Any operation that would result in a P.m. and continued on Wednesday, Feb-
change on any day in the System’s net posiruary 4, 1998, at 9:00 a.m.
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Present:

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson

Mr. Gramlich

Mr. Hoenig

Mr. Jordan

Mr. Kelley

Mr. Meyer

Ms. Minehan

Ms. Phillips

Ms. Rivlin

Messrs. Boehne, McTeer, Moskow, and
Stern, Alternate Members of the
Federal Open Market Committee

Messrs. Broaddus, Guynn, and Parry,
Presidents of the Federal Reserve
Banks of Richmond, Atlanta, and
San Francisco 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

Ms. Browne, Messrs. Cecchetti,
Dewald, Hakkio, Lindsey,
Promisel, Simpson, Sniderman,
and Stockton, Associate
Economists

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

Messrs. Braytohand Rosiné& Senior
Economists, Division of Research
and Statistics, Board of Governors

Ms. Garrett and Mr. Nelsoh,
Economists, Division of Monetary
Affairs, Board of Governors

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

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

Messrs. Beebe, Eisenbeis, Hunter,
Ms. Krieger, Messrs. Lang,
Rolnick, and Rosenblum, Senior
Vice Presidents, Federal Reserve
Banks of San Francisco, Atlanta,
Chicago, New York, Philadelphia,
Minneapolis, and Dallas
respectively

Mr. Hetzel, Vice President, Federal
Reserve Bank of Richmond

In the agenda for this meeting, it was
reported that advices of the election of
the following members and alternate
members of the Federal Open Market
Committee for the period commencing

January 1, 1998, and ending Decem-

Mr. Fisher, Manager, System Open
Market Account

ber 31, 1998, had been received and that
these individuals had executed their

oaths of office.

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

Mr. Slifman, Associate Director,
Division of Research and
Statistics, Board of Governors

Messrs. Alexander, Hooper, and

The elected members and alternate
members were as follows:

2. Attended portions of meeting relating to the

Ms. Johnson, Associate Directors, Committee’s review of the economic outlook and

Division of International
Finance, Board of Governors

establishment of its monetary and debt ranges for
1998.
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William J. McDonough, President of the Lynn E. Browne, Stephen G. Cecchetti,
Federal Reserve Bank of New York, William G. Dewald, Craig S. Hakkio,

with Ernest T. Patrikis, First Vice Presi- David E. Lindsey, Larry J. Promisel,
dent of the Federal Reserve Bank of = Thomas D. Simpson, Mark S.
New York, as alternate; Sniderman, and David J. Stockton,

Cathy E. Minehan, President of the Federal  Associate Economists
Reserve Bank of Boston, with Edward
G. Boehne, President of the Federal By unanimous vote, the Federal
gﬁasr?gt%- Bank of Philadelphia, aspeserve Bank of New York was selected
; g) execute transactions for the System

Jerry L. Jordan, President of the Federa . ;
Reserve Bank of Cleveland, with Open Market Account until the adjourn-

Michael H. Moskow, President of the ment of the first meeting of the Commit-

Federal Reserve Bank of Chicago, asee after December 31, 1998.

alternate; _ By unanimous vote, Peter R. Fisher
Robert D. McTeer, Jr., President of the FedWas selected to serve at the pleasure of

eral Reserve Bank of Dallas, as votingI .
alternate pending the election of a Presith€ Committee as Manager, System

dent of the Federal Reserve Bank ofOpen Market Account, on the under-
St. Louis; standing that his selection was subject to

Thomas M. Hoenig, President of the Federaheing satisfactory to the Federal Reserve
Reserve Bank of Kansas City, with Bank of New York.

Gary H. Stern, President of the Fed-
eral Reserve Bank of Minneapolis, as

alternate. Secretary’s note:Advice subsequently

was received that the selection of Mr. Fisher
) _as Manager was satisfactory to the board of
By unanimous vote, the following directors of the Federal Reserve Bank of

officers of the Federal Open MarketNew York.

Committee were elected to serve until )

the election of their successors at the On the recommendation of the Man-
first meeting of the Committee afterager, the Committee at this meeting
December 31, 1998, with the underunanimously approved two changes in
standing that in the event of the disconthe Authorization for Domestic Open
tinuance of their official connection with Market Operations.

the Board of Governors or with a Fed- First, the Committee amended para-
eral Reserve Bank, they would cease tgraph 1(a) of the Authorization to raise
have any official connection with thefrom $8 billion to $12 billion the limit

Federal Open Market Committee: on intermeeting changes in System
account holdings of U.S. government

Alan Greenspan Chairman and federal agency securities. The
William J. McDonough ~ Vice Chairman  increase was the first permanent change
in the limit since February 1990, when it

Donald L. Kohn Secretary and  was raised from $6 billion to $8 billion.
Normand R.V. Bernard  Deputy Secretary The Manager indicated that the _Commlt-
Joseph R. Coyne Assistant tee had approved temporary increases
Secretary several times during the past year and
Gary P. Gillum Assistant that the existence of a permanent

U, Secretary  $12 billion limit would have obviated
J. Virgil Mattingly, Jr. General Counsel the need for most of the increases. A
Thomas C. Baxter, Jr. Deputy General . ol
Counsel permanent increase to $12 billion would
Michael J. Prell Economist reduce the number of occasions requir-

Edwin M. Truman Economist ing special Committee action, while still
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calling the need for particularly largeicy directive adopted at a meeting of the
changes to the Committee’s attentionCommittee:

; ; _ (@) To buy or sell U.S. Government
The ,Commlttt?]e tcon;zrrgﬁ_ n t_he Man securities, including securities of the Federal
agers view thal a lion InCréaseginancing Bank, and securities that are direct

was appropriate. obligations of, or fully guaranteed as to
Second, the Committee terminatedbrincipal and interest by, any agency of the
the Manager’s authority to conductUnited States in the open market, from or to

transactions in_bankers acceptance$ECUIES SR8 210 2 (A8 1 PETEY
This involved the deletion of paragraphgeserve Bank of New York, on a cash, regu-

1(b), which authorized purchases Ofar, or deferred delivery basis, for the System
sales of prime bankers acceptances iOpen Market Account at market prices, and,
the open market, and also the deletion dpr such Account, to exchange maturing U.S.

the reference in paragraph 1(c), whickﬁ.?p]’et;]”m_rem and Fetdherf?" agency securities
; Wi e Treasury or the individual agencies
authorized repurchase agreements 'E{r to allow them to mature without replace-

such market instruments. The Managefent; provided that the aggregate amount of
indicate that operations in bankersu.s. Government and Federal agency securi-
acceptances were not a practical mearigs held in such Account (including forward

of affecting reserves under current cir-commitments) at the close of business on the

: Cainnday of a meeting of the Committee at which
cumstances, given the ample availabilit ction is taken with respect to a domestic

of U.S. Treasury obligations in the mar-ygjicy directive shall not be increased or
ket. Indeed, the Committee previouslydecreased by more than $12.0 billion during
had decided in 1977 to suspend tranghe period commencing with the opening of
actions on an outright basis in banker§usiness on the day following such meeting
acceptances and had completed the S nd ending with the close of business on the

) . : ay of the next such meeting;
tem’s disengagement from this market ™ 1)y 15 huy U.S. Government securities

in 1984 by instructing the Manager toand securities that are direct obligations of,
discontinue the use of repurchase agreer fully guaranteed as to principal and inter-
ments involving bankers acceptancesst by, any agency of the United States, from
While those decisions had left open th%ealers for the account of the Federal

-, . ; . Reserve Bank of New York under agree-
possibility of resuming transactions iNyenes for repurchase of such securities or

bankers acceptances and no changgsiigations in 15 calendar days or less, at
had been made in the Authorizationyates that, unless otherwise expressly autho-
the Committee agreed that the existingized by the Committee, shall be determined
authority no longer served a practicaPy competitive bidding, after applying rea-

. onable limitations on the volume of agree-
purpose. Accordingly, the amende ents with individual dealers; provided that

Authorization for Domestic Open i the event Government securities or agency
Market Operations was unanimouslyissues covered by any such agreement are
approved in the form shown below. not repurchased by the dealer pursuant to the
agreement or a renewal thereof, they shall be
sold in the market or transferred to the Sys-

tem Open Market Account.

Authorization for Domestic 2. In order to ensure the effective conduct

Open Market Operations of open market operations, the Federal Open
Market Committee authorizes and directs the
Amended February 3, 1998 Federal Reserve Banks to lend U.S. Govern-

ment securities held in the System Open

1. The Federal Open Market CommitteeMarket Account to Government securities
authorizes and directs the Federal Reservdealers and to banks participating in Gov-
Bank of New York, to the extent necessaryernment securities clearing arrangements
to carry out the most recent domestic polconducted through a Federal Reserve Bank,
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under such instructions as the Committeéng transactions with the U.S. Treasury, with
may specify from time to time. the U.S. Exchange Stabilization Fund estab-
3. In order to ensure the effective conductished by Section 10 of the Gold Reserve Act
of open market operations, while assisting irof 1934, with foreign monetary authorities,
the provision of short-term investments forwith the Bank for International Settlements,
foreign and international accounts main-and with other international financial
tained at the Federal Reserve Bank of Nevinstitutions:
York, the Federal Open Market Committee

authorizes and directs the Federal Reserve austrian schillings Italian lire

Bank of New York (a) for System Open gelgie:jn fraéwc”s ﬁﬂapanese yen
anadian dollars exican pesos

Mark‘?t. Account, to se_II US. Govemment Danish kroner Netherlar?ds guilders

securities to such foreign and international  pounds sterling Norwegian kroner

accounts on the bases set forth in para- French francs Swedish kronor

graph I(a) under agreements providing for ~ German marks Swiss francs

the resale by such accounts of those securi-
ties within 15 calendar days on terms compa-  B. To hold balances of, and to have
rable to those available on such transactiongutstanding forward contracts to receive or
in the market; and (b) for New York Bank to deliver, the foreign currencies listed in
account, when appropriate, to undertake witfparagraph A above. _
dealers, subject to the conditions imposed on  C. To draw foreign currencies and to
purchases and sales of securities in pargermit foreign banks to draw dollars under
graph I(b), repurchase agreements in U.She reciprocal currency arrangements listed
Government and agency securities, and t@ paragraph 2 below, provided that draw-
arrange corresponding sale and repurchasegs by either party to any such arrangement
agreements between its own account anshall be fully liquidated within 12 months
foreign and international accounts main-after any amount outstanding at that time
tained at the Bank. Transactions undertakewas first drawn, unless the Committee,
with such accounts under the provisions obecause of exceptional circumstances, spe-
this paragraph may provide for a service fegifically authorizes a delay.
when appropriate. D. To maintain an overall open posi-
tion in all foreign currencies not exceeding

win M. Joan dissenting, the $25,0 bller, For s putpoce, e over)
Authorlzatlon for Foreign C“”er.‘cy Op- defined as the sum (disregarding signs) of
erations shown below was reaffirmed. net positions in individual currencies. The

net position in a single foreign currency is

. . defined as holdings of balances in that cur-
Authorization for Foreign Currency rency, plus outstanding contracts for future

Operations receipt, minus outstanding contracts for
future delivery of that currency, i.e., as the

Reaffirmed February 3, 1998 sum of these elements with due regard to
sign.

1. The Federal Open Market Committee 2. The Federal Open Market Committee
authorizes and directs the Federal Reserwdirects the Federal Reserve Bank of New
Bank of New York, for System Open Market York to maintain reciprocal currency
Account, to the extent necessary to carry oudrrangements (“swap” arrangements) for the
the Committee’s foreign currency directive System Open Market Account for periods up
and express authorizations by the Committo a maximum of 12 months with the follow-
tee pursuant thereto, and in conformity withing foreign banks, which are among those
such procedural instructions as the Commitdesignated by the Board of Governors of the
tee may issue from time to time: Federal Reserve System under Section 214.5

A. To purchase and sell the following of Regulation N, Relations with Foreign
foreign currencies in the form of cable trans-Banks and Bankers, and with the approval of
fers through spot or forward transactions orthe Committee to renew such arrangements
the open market at home and abroad, includsn maturity:



Minutes of FOMC Meetings, Februaryl23

Amount of

arrangement

(millions of
dollars equivalent)

Foreign bank

Austrian National Bank ....................... 250
National Bank of Belgium. .................... 1,000
BankofCanada..................covnvnn.. 2,000
National Bank of Denmark. ................... 250

Bankof England...................coiints. 3,000
Bank of France....... ..

German Federal Bank.
Bank of ltaly..........
Bank of Japan....
Bank of Mexico.....
Netherlands Bank .................coovinne,
Bank of Norway ............cooviiiiiinnnninns
Bankof Sweden..................cciiiat
Swiss National Bank....................co... 4,000

Bank for International Settlements:

Dollars against Swiss francs.................. 600
Dollars against authorized European
currencies other than Swiss francs....... 1,250

maintained to meet anticipated needs and so
that each currency portfolio shall generally
have an average duration of no more than
18 months (calculated as Macaulay dura-
tion). When appropriate in connection with
arrangements to provide investment facilities
for foreign currency holdings, U.S. Gov-
ernment securities may be purchased from
foreign central banks under agreements for
repurchase of such securities within 30 cal-
endar days.

6. All operations undertaken pursuant to
the preceding paragraphs shall be reported
promptly to the Foreign Currency Subcom-
mittee and the Committee. The Foreign Cur-
rency Subcommittee consists of the Chair-
man and Vice Chairman of the Committee,
the Vice Chairman of the Board of Gover-
nors, and such other member of the Board

as the Chairman may designate (or in the
absence of members of the Board serving on

Any changes in the terms of existing swapthe Subcommittee, other Board members
arrangements, and the proposed terms of amjesignated by the Chairman as alternates,
new arrangements that may be authorizednd in the absence of the Vice Chairman of
shall be referred for review and approval tothe Committee, his alternate). Meetings of
the Committee. the Subcommittee shall be called at the

3. All transactions in foreign currenciesrequest of any member, or at the request of
undertaken under paragraph 1.A. abovéhe Manager, System Open Market Account
shall, unless otherwise expressly authorize{Manager”), for the purposes of reviewing
by the Committee, be at prevailing marketrecent or contemplated operations and of
rates. For the purpose of providing an investeonsulting with the Manager on other mat-
ment return on System holdings of foreignters relating to his responsibilities. At the
currencies, or for the purpose of adjustingequest of any member of the Subcommittee,
interest rates paid or received in connectiomuestions arising from such reviews and con-
with swap drawings, transactions with for-sultations shall be referred for determination
eign central banks may be undertaken &b the Federal Open Market Committee.
non-market exchange rates. 7. The Chairman is authorized:

4. 1t shall be the normal practice to ar- A. With the approval of the Commit-
range with foreign central banks for the coortee, to enter into any needed agreement or
dination of foreign currency transactions. Inunderstanding with the Secretary of the Trea-
making operating arrangements with foreigrsury about the division of responsibility for
central banks on System holdings of foreigrforeign currency operations between the Sys-
currencies, the Federal Reserve Bank ofem and the Treasury;

New York shall not commit itself to maintain B. To keep the Secretary of the Trea-
any specific balance, unless authorizedury fully advised concerning System for-
by the Federal Open Market Committee. Anyeign currency operations, and to consult with
agreements or understandings concerning thire Secretary on policy matters relating to
administration of the accounts maintained byoreign currency operations;

the Federal Reserve Bank of New York with C. From time to time, to transmit

the foreign banks designated by the Board ofppropriate reports and information to the
Governors under Section 214.5 of RegulaNational Advisory Council on International

tion N shall be referred for review and Monetary and Financial Policies.

approval to the Committee. 8. Staff officers of the Committee are

5. Foreign currency holdings shall beauthorized to transmit pertinent information
invested to ensure that adequate liquidity i®n System foreign currency operations
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to appropriate officials of the Treasury Mr. Jordan dissented in the votes on
Departlrlnentd the Foreign Currency Authorization and
9. All Federal Reserve Banks shall paryo oreign Currency Directive because

ticipate in the forei i . ;
ICIpa’e In he Joreign currency operatlonsthese policy instruments provide the

for System Account in accordance with para;' "> .
graph 3 G(1) of the Board of Governors'basis for foreign exchange market trans-
Statement of Procedure with Respect to Foractions. He believes that the primary
eign Relationships of Federal Reserve Bankfission of the Federal Reserve is to

dated January 1, 1944. achieve and maintain a stable pur-

With Mr. Jordan dissenting, the For_chasmg power of the U.S. dollar. That

ian Currency Directive shown bel objective is best achieved when open
eign turrency Lirective sho €lOW market transactions are restricted to
was reaffirmed.

purchases and sales of U.S. government
securities. When compatible with the
System’s primary objective, foreign

Foreign Currency Directive exchange transactions are redundant
to open market operations. Often, how-
Reaffirmed February 3, 1998 ever, foreign exchange transactions con-

1. System operations in foreign curren-ﬂiCt with the System's primary objec-
cies shall generally be directed at counterin%ve’ requiring opposite adjustments in

disorderly market conditions, provided thatoystem holdings of U.S. Treasury obli-
market exchange rates for the U.S. dollagations. Moreover, holdings of foreign
reflect actions and behavior consistent witlsecurities expose the Reserve Banks
the IMF Article 1V, Section 1. to foreign exchange translation losses
2. To achieve this end the System shall: resulting from the depreciation of for-

A. Undertake spot and forward pur- . . :
chases and sales of foreign exchange. eign currencies relative to a strong and

B. Maintain  reciprocal  currency Stable U.S. dollar.
(“swap”) arrangements with selected for- By unanimous vote, the Procedural

eign central banks and with the Bank forinstructions with Respect to Foreign

International Settlements. _ Currency Operations shown below were
C. Cooperate in other respects W'threaffirmed

central banks of other countries and with

international monetary institutions.
3. Transactions may also be undertaken:
A. To adjust System balances in lightProcedural Instructions with

of probable future needs for currencies. Respect to Foreign Currency
B. To provide means for meeting Sys-ro .
peratlons

tem and Treasury commitments in particula
currencies, and to facilitate operations of the
Exchange Stabilization Fund. Reaffirmed February 3, 1998
C. For such other purposes as may be
expressly authorized by the Committee. In conducting operations pursuant to the
4. System foreign currency operationsauthorization and direction of the Federal
shall be conducted: Open Market Committee as set forth in the
A. In close and continuous consulta-Authorization for Foreign Currency Opera-
tion and cooperation with the United Statedions and the Foreign Currency Directive,

Treasury; the Federal Reserve Bank of New York,
B. In cooperation, as appropriate, withthrough the Manager, System Open Market
foreign monetary authorities; and Account (“Manager”), shall be guided by

C. In a manner consistent with the obli-the following procedural understandings
gations of the United States in the Internawith respect to consultations and clearances
tional Monetary Fund regarding exchangewith the Committee, the Foreign Currency
arrangements under the IMF Article IV. Subcommittee, and the Chairman of the
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Committee. All operations undertaken pursuin accordance with procedures approved
ant to such clearances shall be reportefy the Committee, they were being
promptly to the Committee. called to the Committee’s attention

1. The Manager shall clear with the Sub-, S
committee (or with the Chairman, if the before the February 3-4 organization

Chairman believes that consultation with theneeting to give members an opportunity

Subcommittee is not feasible in the timeto raise any questions they might have

available): ) _concerning them. Members were asked
A. Any operation that would resultin a 4 ingjicate if they wished to have any of

change in the System’s overall open positio . . :
in foreign currencies exceeding $300 miIIion?he instruments in question placed on

on any day or $600 million since the mostthe agenda for consideration at this

recent regular meeting of the Committee. meeting, and no requests for consider-
B. Any operation that would result in a gtion were received.

change on any day in the System’s net posi- By ynanimous vote, the minutes of

tion in a single foreign currency exceedlng,[he meeting of the Federal Open Market

$150 million, or $300 million when the .
operation is associated with repayment ofcommittee held on December 16, 1997,

swap drawings. were approved.

C. Any operation that might generate a The Manager of the System Open
substantiatl)V()tII:JmeS ofttrading in athparti(r:]ult?]rMarket Account reported on develop-
currenc e System, even thou ; ; ;
changeyin tSII’IG Syst)ém’s net position ?n thaT.nemS in for?'gn exchang.e and Interna-
currency might be less than the limits specifional financial markets in the period
fied in 1.B. since the previous meeting on Decem-

D. Any swap drawing proposed by aber 16, 1997. There were no System
foreign bank not exceeding the larger ofppen market transactions in foreign cur-
(i) $200 million or (ii) 15 percent of the size o cies during this period, and thus no

of the swap arrangement. g .
2. The Manager shall clear with the Com-VOte was required of the Committee.

mittee (or with the Subcommittee, if the The Manager of the System Open
Subcommittee believes that consultatioMarket Account also reported on devel-

with the full Committee is not feasible in the oppments in domestic financial markets

Chaiiman believes that consukation with 100N System_open market trans.
Subcommittee is not feasible in the time2ClioNs In government securities and

available): federal agency obligations during the
A. Any operation that would result in a period from December 17, 1997,
change in the System’s overall open positionhrough February 3, 1998. By unani-

in foreign currencies exceeding $1.5 billionmgys vote, the Committee ratified these
since the most recent regular meeting of th?ransactions

Committee. . .
OmQ' :r?y swap drawing proposed by a 1he Committee then turned to a dis-

foreign bank exceeding the larger of (i) $200cussion of the economic and financial
million or (i) 15 percent of the size of the outlook, the ranges for the growth of
swap arrangement. __money and debt in 1998, and the imple-

3. The Manager shall also consult W'thinentation of monetary policy over the

the Subcommittee or the Chairman abou . iod ahead. A
proposed swap drawings by the System antjitérmeeting period ahead. A summary

about any operations that are not of a routin€f the economic and financial informa-
character. tion available at the time of the meeting

and of the Committee’s discussion is

On January 16, 1998, the continuingprovided below, followed by the domes-

rules, regulations, authorizations, andic policy directive that was approved by

other instructions of the Committeethe Committee and issued to the Federal
were distributed with the advice that,Reserve Bank of New York.
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The information reviewed at this quarter, but available information sug-
meeting suggested that the economgested few bottlenecks.
continued to expand at a robust pace Consumer spending, in real terms,
during the closing months of 1997. Bothrose at a slower though still appreciable
employment and industrial output re-rate in the fourth quarter. Purchases of
corded substantial increases in the fourtdurable goods increased moderately
quarter. While spending for final goodsafter having surged in the third quarter,
and services by U.S. residents deceleand spending on nondurables edged
ated noticeably, inventory investmentdown. By contrast, expenditures for
strengthened and the deficit in inter-consumer services grew at a somewhat
national trade in goods and servicegaster rate. Recent surveys indicated that
appeared to have narrowed. Tighteconsumer confidence remained at a very
labor markets brought some accelerdhigh level.
tion in wages, but falling import and Housing demand continued to exhibit
energy prices helped to hold down priceconsiderable strength at year-end in the
inflation over the closing months of thecontext of sharp declines in fixed mort-
yeatr. gage rates in recent months, further

Labor demand expanded rapidly insizable gains in employment and house-
the fourth quarter; a sharp increase imold income, and very positive con-
nonfarm payroll employment in Decem-sumer assessments of homebuying con-
ber followed large advances in Octobeditions. Applications for mortgages to
and November, and the average workpurchase homes increased to a new
week edged up on balance over thenonthly high in December; the pace
three-month period. Job gains weref sales of existing homes rose further
widely spread across industries. In thén the fourth quarter; and sales of new
fourth quarter, new hires in manufac-homes in November (latest available
turing accounted for more than half ofmonthly data) were at their highest
that sector’'s total for the year, andmonthly pace in more than ten years.
construction employment also registeredHousing starts edged lower in Decem-
an unusually large rise compared wittber but remained close to the highs of
earlier in 1997. Job growth surgedthe current expansion.
in retail trade and persisted at a rapid After unusually strong increases ear-
pace in service-producing industrieslier in the year, real business fixed
The civilian unemployment rate, atinvestment declined slightly in the
4.7 percent in December, was neafourth quarter. However, the outlook for
its low for the current economic further growth remained positive, with
expansion. corporate cash flow still healthy and the

Industrial production continued touser cost of capital still low. Data on
advance at a brisk pace in the fourttshipments of nondefense capital goods
quarter. Growth in the manufacturing ofin December indicated a rebound in
durable goods remained strong despitbusiness spending on capital goods,
sharply slower, though still substantial,notably for office, computing, and com-
expansion in the output of computingmunications equipment, after sizable
and office equipment. The production ofdeclines in the October—November
nondurable goods picked up after havperiod. Business spending on nonresi-
ing been sluggish earlier in the yeardential structures declined slightly in the
Capacity utilization in manufacturing fourth quarter despite rising real estate
was at a relatively high rate in the fourthprices and falling vacancy rates.
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The pace of business inventorycosts of services, notably medical care
investment evidently picked up some-and shelter, provided a slight boost to
what in the fourth quarter. In manufac-core consumer price inflation in Decem-
turing, inventories climbed further in ber. For the year as a whole, prices of
November (latest monthly data avail-core consumer items rose considerably
able), and the stock—shipments ratio wakess than in 1996, in part reflecting the
at the top of its narrow range for the paseffect of declining import prices. At the
twelve months. The accumulation ofproducer level, prices of all finished
wholesale stocks continued its stronggoods and of the core finished goods
upward trend, and by November thecomponent declined further in Decem-
inventory—sales ratio for the wholesaleber. For the year 1997, the core producer
sector had reversed its 1996 decline. Iprice index was little changed after a
the retail sector, inventories declinedelatively small rise the previous year;
slightly in November after having the total index, weighed down by falling
changed little in October; the inventory—prices of finished food and energy items,
sales ratio for this sector was near th@artially reversed its 1996 increase.
bottom of its range for the last twelvePrices also remained subdued at earlier
months. stages of processing in 1997, with prices

The nominal deficit on U.S. trade inof crude materials falling substantially.
goods and services narrowed substah-abor costs, as measured by the hourly
tially on average in October and Novem-compensation of private industry work-
ber from its level in the third quarter. ers, increased at appreciably faster rates
The value of exports rose appreciably irnn the fourth quarter and for the year.
the October—November period, with the At its meeting on December 16, 1997,
largest increases occurring in automothe Committee adopted a directive that
tive and agricultural products. The avercalled for maintaining conditions in
age value of imports for October andreserve markets that were consistent
November changed little from the third-with an unchanged federal funds rate
quarter rate. Imports of consumer goodaveraging around %& percent. In light
and machinery rose, but they were aboutf the increased uncertainties in the out-
offset by declines in automotive prod-look and the possibility that the next
ucts, computers, and, to a lesser extenthange in policy might be in either
a wide variety of other products. Thedirection, the Committee adopted a
available information indicated thatdirective that did notinclude a presump-
economic expansion remained healthyion about the likely direction of any
in most of the foreign G-7 countries,adjustment to policy during the inter-
although slowing somewhat from themeeting period. Reserve market condi-
third quarter. In Asia, weakness in ecotions associated with this directive were
nomic activity in Japan continued intoexpected to be consistent with some
the fourth quarter, and persisting finanmoderation in the growth of M2 and M3
cial turmoil was having strong adverseover coming months.
effects on the economies of a number of Open market operations were directed
developing countries. throughout the intermeeting period

Consumer price inflation remainedtoward maintaining reserve conditions
low in December, damped by a sizableonsistent with the intended federal
further drop in energy prices and a smalfunds rate average of around/5per-
decline in food prices. Excluding foodcent, and the effective rate averaged
and energy items, an acceleration in thelose to that level despite some largely
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anticipated upward pressures in reserveepositor transfers of funds from market
markets around year-end. Most othemstruments whose yields had declined
domestic market interest rates movedelative to those on M2 assets. Large
down on balance during the intermeetincreases in repurchase agreements con-
ing period, apparently as a result oftributed to rapid growth of M3 in Janu-
increased concerns over the turbulencary; the rise in M3 helped to finance
in Asia and its potential implications for further solid expansion of bank credit.
the U.S. economy. Share prices in U.SFrom the fourth quarter of 1996 to the
equity markets moved up slightly onfourth quarter of 1997, M2 increased at
net, perhaps partly in response to the rate somewhat above the upper bound
bond market rally, while equity marketsof its range for the year and M3 at a rate
in some other countries, notably in Asiasubstantially above the upper bound of
remained unsettled. its range. Total domestic nonfinancial
In foreign exchange markets, the dol-debt expanded in 1997 at a pace some-
lar appreciated on balance over the intetwhat below the middle of its range,
meeting period. The dollar rose considreflecting the slow rise in the federal
erably further against the currencies oflebt.
many of the emerging market econo- The staff forecast prepared for this
mies in Asia amid continuing marketmeeting indicated that the expansion of
concerns about the adequacy of reformsconomic activity would slow appre-
that would be undertaken in the affectectiably during the next few quarters and
countries and the magnitude and availremain moderate in 1999. The staff
ability of international financial assis-analysis suggested that slower growth
tance that would be needed to supporbroad and the considerable rise that
those efforts. The dollar also gainedalready had occurred in the foreign
slightly on average in relation to theexchange value of the dollar would exert
currencies of the other G-10 currenciessubstantial restraint on the demand for
A sizable advance by the dollar rela-U.S. exports and subject domestic pro-
tive to the German mark was largelyducers to even stiffer competition from
reversed late in the intermeeting periodimports. An anticipated reduction in the
incoming information suggesting greatedesired rate of inventory accumulation
strength in the German economy liftedwould add to the restraint on the expan-
the value of the mark and tended tcsion. As output growth slowed, pres-
offset growing concern about the likelysures on resources would be expected to
effect of the Asian crisis on Germany.diminish somewhat. Nonetheless, it was
The dollar declined somewhat on balexpected that, consistently measured,
ance against the yen as heightened prosiflation would increase to some degree
pects for domestic fiscal stimulus inover the ensuing period through 1999,
Japan fostered hopes of a less weabwing in part to an abatement of re-
performance of the Japanese economystraining forces from foreign exchange
M2 and M3 continued to grow at and oil markets.
relatively rapid rates in December and In the Committee’s discussion of cur-
apparently also in January. Recent gainent and prospective economic condi-
in nominal income evidently under-tions, members commented that the per-
pinned much of the greater-than-formance of the economy continued to
expected strength in M2 in Januarype quite favorable. They noted that the
also contributing were a pickup in mort-economy had entered the new year with
gage refinancing activity and, perhapsgonsiderable momentum and very few
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indications that growth was moderatingCommittee and the Federal Reserve
from what appeared to be an unsustairBank presidents not currently serving as
able rate. Nonetheless, their assessmentembers had provided individual pro-
of the various factors bearing on thegections of the growth in real and nomi-
outlook led them to conclude that apprenal GDP, the rate of unemployment, and
ciably slower economic growth was inthe rate of inflation for the year ahead.
the offing for the year ahead, possibly tased on developments over the second
a pace in the vicinity of current esti- half of 1997, the central tendency of the
mates of the economy’s long-run growthprojections for 1998 now pointed to
potential. Many emphasized that theslightly more strength in real GDP and
prospects for declining net exports as appreciably less inflation than the fore-
consequence of the dollar’s appreciatiorasts prepared at the time of the July
and the crises in a number of Asianl997 meeting. The forecasts of the rate
economies were a key factor in the outef expansion in real GDP in 1998 had a
look for some slowing in the expansion.central tendency of 2 to32 percent and
In addition, a moderating rate of inven-a full range of #4 to 3 percent. Such
tory accumulation appeared likely aftergrowth was expected to be associated
the rapid buildup during 1997. At the with a civilian unemployment rate in a
same time, high levels of confidencerange of 42 to 5 percent in the fourth
and generally accommodative financiatjuarter of this year, implying little or
conditions supported expectations oho change from the current level. With
persisting, though likely diminishing, regard to nominal GDP growth in 1998,
strength in consumer spending and busthe forecasts were mainly in a range of
ness fixed investment. The member8%ato 4% percent, with an overall range
acknowledged that their forecasts weref 3¥2 to 5 percent. Projections of the
subject to a great deal of uncertaintyrate of inflation, as measured by the
because there was little precedent tconsumer price index, had a central ten-
guide them in their evaluation of thedency of B4 to 2¥4 percent, on the high
extent and likely effect of Asian marketside of the outcome for 1997 when the
turmoil. In the circumstances, the risksrise in the index was held down by
of a considerable deviation on the upsidelamped increases in food prices and
or the downside of their current fore-declines in energy prices. These fore-
casts were unusually high. Partly as &asts took account of likely further tech-
consequence, the outlook for inflationnical improvements in the CPI by the
was quite tentative as well. MoreoverBureau of Labor Statistics that would
questions persisted about the level anttim the reported rate. The projections
growth of sustainable output. Membersvere based on individual views con-
observed that price inflation hadcerning what would be an appropriate
remained subdued, and by some megolicy over the projection horizon to
sures had declined, in recent monthfoster the Committee’s longer-term
despite very tight labor markets andgoals.
indications of somewhat faster increases The members stressed that the poten-
in labor compensation. tial extent of the negative effects of
In keeping with the practice at meet-developments in Asia on the nation’s
ings just before the Federal Reserve'srade balance represented a key uncer-
semiannual monetary policy report totainty in the economic outlook. On the
the Congress and the Chairman’s assavhole, those effects had been quite
ciated testimony, the members of thdimited thus far. Anecdotal reports indi-
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cated that a number of domestic producsurveys, evidently reflecting the strong
ers, notably of agricultural, lumber, anduptrend in employment and income and
wood products, had experienced som& some extent the very large cumulative
cancellations or postponements ofncrease in stock market wealth over the
orders from Asian customers and thereourse of recent years. Some also noted
was some evidence of increased importdhat consumer debt burdens, while large,
from those nations. Exports to affectedvere manageable and that such burdens
Asian nations were likely to be heldwould be lessened for many consumers
back by declining incomes and risingby their refinancing of home mortgages
prices of U.S. products in local curren-at the lower mortgage rates now prevail-
cies, and reportedly also by difficultiesing. Evidence of strength in the con-
that importing firms in Asia were sumer sector was supported by upbeat
encountering in securing financing. Theanecdotal reports of retail sales during
eventual effects of the Asian financialthe holiday season and more recently.
turmoil on the U.S. trade balance andNhile the growth in personal expendi-
the overall economy were unknown—intures was likely to moderate somewhat
part because in some key countriefrom its recent pace, members did not
needed reforms had yet to be implefule out a more ebullient consumer sec-
mented and markets to stabilize—butor in the context of substantial further
they clearly seemed likely to becomegrowth in disposable incomes, favorable
more pronounced in coming monthsfinancing conditions for purchases of
Net exports also would be held down byhomes, automobiles, and other con-
the appreciation of the dollar against thesumer durables, and the high level of
currencies of the industrial countries thastock market prices.
had occurred earlier in 1997 before the Business fixed investment also was
Asian crisis intensified. expected to provide substantial support
Another factor viewed as likely to to continued economic expansion,
exert a moderating effect on the growthithough some moderation in purchases of
of economic activity was the expecta-business equipment seemed likely after
tion of some slowing in inventory the exceptionally rapid rates of growth
investment. In the past year, businesseéa such investments in recent years.
had added to inventories at a rate thaBusiness sentiment remained generally
exceeded the rise in final sales, andptimistic, and both debt and equity
somewhat reduced accumulation to dinancing continued to be readily avail-
pace more in line with that of final salesable on attractive terms to most business
was seen as a reasonable expectatiomorrowers. However, early signs of fal-
Some members expressed reservationgring profit trends in some industries,
however, about the extent of any weakin part related to developments in Asia,
ening in inventory accumulation in light appeared to have introduced a caution-
of the relatively favorable economicary note among some business planners.
conditions that they believed were likelyMembers also referred to emerging
to persist over the year ahead. signs of speculative overbuilding in
Members viewed further growth in some areas, especially of commercial
consumer spending as likely to remairstructures. Even so, in the absence of
the major factor in sustaining the expanunanticipated weakness in consumer
sion in overall economic activity. Con- expenditures, a variety of favorable fac-
sumer sentiment was at or close to histors seemed likely to sustain relatively
torically high levels according to recentrobust spending on business structures



Minutes of FOMC Meetings, Februaryl31

and equipment over the year ahead. Theosts continuing to decline, overall unit
latter included increased opportunitiesost increases had remained not far
to cut costs and enhance efficiency bywbove zero. In these circumstances—
investing in relatively inexpensive highand in the context of highly competitive
tech equipment in a period characterizedonditions in many markets, declines in
by strong competition in many marketsinput prices and in the prices of many
and rising labor compensation associeommodities, including oil—rising labor
ated with tight labor markets. costs seemed to pose little risk of an
Residential construction activity hadupward impetus to inflation in coming
remained relatively robust in recentmonths.
months and was expected to be well The longer-run outlook for inflation
maintained over coming quarters. Posiwas more clouded and under some sce-
tive indications for the housing outlook narios less promising. Inflation expecta-
included relatively low mortgage inter- tions had been moving down according
est rates, very favorable measures db recent surveys, and in the context
cash flow affordability, and quite posi-of relatively modest increases in con-
tive homebuying attitudes as expressedumer prices expected over coming
in recent surveys. While these factorsnonths such expectations could con-
were expected to help sustain the houginue to move lower, thereby constrain-
ing sector over coming months, mem-ng increases in compensation and
bers noted that housing construction hagrices. Nonetheless, some of the factors
been high for some time and some citethat had helped to moderate price
anecdotal evidence of softening activityincreases—including  declining  oil
in some parts of the country. On bal-prices, the appreciation of the dollar,
ance, only modest, if any, slippage fromand restrained increases in health insur-
current levels of home constructionance costs—were not likely to continue
activity seemed likely over the yearto exert benign effects on inflation as
ahead. time went on. More fundamentally, the
With regard to the outlook for infla- productivity improvement that had held
tion, members referred to widespreadlown producer costs could not necessar-
indications of increasingly tight laborily be counted on to continue to offset
markets and to statistical and anecdotauch costs, especially if the economic
reports of faster increases in laboexpansion remained sufficiently rapid to
compensation. Labor cost increases iput additional pressures on available
recent quarters had been especially rapidbor resources.
in a large segment of the service sector, In keeping with the requirements of
where foreign competition was not athe Full Employment and Balanced
factor. Some members commentedGrowth Act of 1978 (the Humphrey—
however, that there were reasons to diddawkins Act), the Committee reviewed
count the sharp fourth-quarter increas¢he ranges for growth of the monetary
in the employment cost index because tand debt aggregates in 1998 that it
a large extent it was the result of nonhad established on a tentative basis at
recurring developments in a limitedits meeting in July 1997. Those ranges
number of industries. Despite theincluded expansion of 1 to 5 percent for
upward trend in labor compensationM2 and 2 to 6 percent for M3, measured
gains in productivity clearly had keptfrom the fourth quarter of 1997 to the
increases in unit labor costs at a veryourth quarter of 1998. The associated
modest level; and with unit nonlaborrange for growth of total domestic non-
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financial debt was provisionally set attary policy. In this environment, the
3 to 7 percent for 1998. The tentativemembers did not see any firm basis for
ranges for 1998 were unchanged frontleviating from their recent practice of
the ranges that had been adopted insetting ranges that, assuming velocity
tially for 1995 (in July of that year for behavior in line with historical patterns,
M3). would serve as benchmarks for mone-
In reviewing the tentative ranges, thetary expansion consistent with longer-
members took note of a staff projectiorrun price stability and a sustainable rate
indicating that, given the members’of real economic growth. The tentative
expectations for the performance of the@anges for 1998 had been derived in this
economy and prices and assuming nway, and Committee members saw no
major changes in interest rates, MZeason to change those ranges at this
likely would grow in 1998 in the upper time. Indeed, adjusting the ranges to
half of its tentative range, and M3 some-center them more closely on growth
what above the top of its range. Therates deemed likely to be more consis-
staff analysis anticipated that the veloctent with the Committee’s expectations
ity of M2 would continue its recent pat- for economic activity and prices could
tern of relatively stable behavior thatfoster the misinterpretation that the
was more in line with historical experi- Committee had become much more con-
ence than had been the case in the earigent of the stability and predictability
1990s. The velocity of M3 was pro- of velocity and was placing greater
jected to continue to decline at a someemphasis on M2 and M3 as gauges of
what faster rate than historical expethe thrust of monetary policy. Several
rience would indicate, reflecting themembers commented, however, that the
greater use by business firms ofadoption of ranges centered on the Com-
institution-only money market funds asmittee’s expectations for growth of the
a cash management tool and the needsonetary aggregates should be recon-
of depository institutions for appreciablesidered in the future if the members
non-M2 funding to finance brisk loanwere to become more confident about
growth. The staff projected that the debthe relationship between the growth of
of the domestic nonfinancial sectorghe money and measures of aggregate
would grow around or perhaps slightlyeconomic performance. The Committee
above the middle of its tentative rangealso agreed that the range for non-
reflecting the credit needs of businessefinancial debt for 1998 should be left
facing a weaker earnings outlook andinchanged. The tentative range readily
larger merger-related retirements ofncompassed the pace seen as likely to
equity. be associated with the members’ fore-
In their discussion of the ranges forcasts for economic activity and prices.
M2 and M3, the members noted that the Accordingly, the following statement
apparently greater predictability ofof longer-run policy for 1998 was
velocity in recent years could not beapproved for inclusion in the domestic
counted on to persist, given changes ipolicy directive:
financial markets that had made invest-
ment alternatives more readily avail- The Federal Open Market Committee

able. As a consequence substantiéPEks monetary and financial conditions that
: ' will foster price stability and promote sus-

uncertainty still surrounded projectionsyinapie growth in output. In furtherance of
of money growth consistent with thethese objectives, the Committee at this meet-
Committee’s basic objectives for mone-ing established ranges for growth of M2
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and M3 of 1 to 5 percent and 2 to 6 percenhaps real intermediate and long-term

[espfegg\g;b{, Theafsuretg ffomtthe ]follg;g Q%?finterest rates, rising equity prices, ready
ero 0 the Tourth quarter o . (S H H HR H
range for growth of total domestic nonfinan-Crecjlt availability, and rapid growth of

cial debt was set at 3 to 7 percent for thdn® broad measures of money and credit.
year. The behavior of the monetary aggreWhile the members differed to some
gates will continue to be evaluated in theextent in their forecasts of major trends
light of progress toward price level stability, in the economy and in the risks of alter-
mg‘r’]‘fs”?ﬁ%z 'Qctgﬁ(')rn‘]’e'océt']?sv a“.dlde"eilof'native outcomes, they agreed that, under
y andlinancial marketS eseeable circumstances, needed ad-
Votes for this action: Messrs. Green-JUStmentS tq policy probably could be
span, McDonough, Ferguson, Gramnch’made ona '_umely basis once the balance
Hoenig, Jordan, Kelley, McTeer, Meyer,Of underlying forces became more
and Mses. Minehan, Phillips, and Rivlin. evident. Accordingly, a steady policy
Votes against this action: None. would not incur an unacceptable risk of
a seriously deteriorating economic per-
In the Committee’s discussion of pol-formance. In the interim, the greater risk
icy for the intermeeting period aheadwould be to make a preemptive policy
all the members endorsed a proposahove on the basis of inadequate evi-
to maintain an unchanged policy stancedence regarding underlying economic
The economy currently was performingtrends.
very well and the outlook over the near Inthe Committee’s discussion of pos-
term was for subdued inflation andsible intermeeting adjustments to policy,
continued solid economic growth. Overall the members agreed that prevailing
a longer horizon, the range of possiblaincertainties indicated the desirability
outcomes was unusually wide, and thef retaining a symmetric instruction in
direction that policy would need to the directive. While a number of mem-
move to promote sustained expansiobers expressed the view that the next
and damped inflation was unclear. Atpolicy move was likely to be a tight-
this point, the extent to which the still ening action and one member saw a
largely anticipated external drag fromgreater probability of an easing action,
events in Asia would offset the strongthe uncertainties were sufficiently great
upward momentum in domestic demando warrant remaining sensitive to the
was a source of major uncertainty. Inneed for a policy change in either direc-
addition, it was impossible to predicttion. Accordingly, a symmetric directive
whether or when the tightness in labomwould signal the Committee’s readiness
markets would exert a more pronouncedo respond promptly to developments
effect on labor costs and ultimately onthat might threaten the economy’s satis-
price inflation. Even the thrust of thefactory performance.
current stance of monetary policy as it At the conclusion of the Committee’s
was transmitted through financial mar-discussion, all the members indicated
kets was open to some question. On thenheir support of a directive that called
one hand, a real federal funds rate thdbr maintaining conditions in reserve
was on the high side of historical experi-markets that were consistent with an
ence and a substantially stronger dollaunchanged federal funds rate of about
suggested some restraint. From a differs%2 percent, and all also favored a direc-
ent perspective, however, financial contive that did not include a presumption
ditions seemed to be quite stimulative aabout the direction of a change, if any,
evidenced by lower nominal and per-in the stance of policy during the inter-
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meeting period. Accordingly, in the con-the intermeeting period relative to the cur-

text of the Committee’s long-run objec_rencies of several Asian developing coun-

; ; o ; tries, but it has registered only a small
tives for_ price stﬁbllltydan(_:i .SUStama?l?increase on average in relation to the curren-
economic growth, and giving careful ;ies of major industrial nations.

consideration to economic, financial, M2 and M3 continued to grow at rela-
and monetary developments, the mentively rapid rates in December and appar-
bers decided that a slightly higher or &ntly also in January. From the fourth quarter
slightly lower federal funds rate might©' 1996 to the fourth quarter of 1997, M2

b table durina the int i expanded at a rate somewhat above the
€ acceptable during the INtermeetngyner hound of its range for the year and M3

period. The reserve conditions contemat a rate substantially above the upper bound
plated at this meeting were expected tof its range. Total domestic nonfinancial debt
be consistent with some moderation irexpanded in 1997 at a pace somewhat below

i~y the middle of its range.
tmhgn%LZWth of M2 and M3 over coming The Federal Open Market Committee

seeks monetary and financial conditions that
The Federal Reserve Bank of Newyi| foster price stability and promote sus-
York was authorized and directed, untiltainable growth in output. In furtherance of

instructed otherwise by the Committeethese objectives, the Committee at this meet-
to execute transactions in the Systerff!d established ranges for growth of M2

. . and M3 of 1 to 5 percent and 2 to 6 percent
Account in accordance with the follow- respectively, measured from the fourth quar-

ing domestic policy directive: ter of 1997 to the fourth quarter of 1998. The
range for growth of total domestic nonfinan-
The information reviewed at this meetingcCial debt was set at 3 to 7 percent for the
suggests that economic activity continuedear. The behavior of the monetary aggre-
to grow rapidly during the closing months gates will continue to be evaluated in the
of 1997. Nonfarm payroll employment light of progress toward price level stability,
increased sharply further in December aftefnovements in their velocities, and develop-
posting very large gains in other recentments in the economy and financial markets.
months; the civilian unemployment rate, at In the implementation of policy for the
4.7 percent, remained near its low for themmediate future, the Committee seeks con-
current economic expansion. Industrial pro-diti(_)nS_in reserve markets consistent with
duction continued to advance at a brisk pacgaintaining the federal funds rate at an aver-
in the fourth quarter. Consumer spendingige of around % percent. In the context
rose appreciably in the quarter, and housingf the Committee’s long-run objectives for
starts remained close to the highs of th@rice stability and sustainable economic
current expansion. Business fixed investgrowth, and giving careful consideration to
ment weakened following exceptionally economic, financial, and monetary develop-
strong increases in the second and thirnents, a slightly higher federal funds rate
quarters; nonfarm inventory accumulationor a slightly lower federal funds rate might
appears to have picked up somewhat. Thee acceptable in the intermeeting period.
nominal deficit on U.S. trade in goods andThe contemplated reserve conditions are
services narrowed significantly on average ifexpected to be consistent with some modera-
October and November from its level in thetion in the growth in M2 and M3 over com-
third quarter. Price inflation has remainedng months.
subdued despite appreciably faster increases . .
in worker compensation in recent months. ~ votes for this action: Messrs. Green-
Most interest rates have declined on bal- SPan, McDonough, Ferguson, Gramlich,
ance since the day before the Committee Hoenig, Jordan, Kelley, Meyer, McTeer,
meeting on December 16, 1997. Share prices Mses. Minehan, Phillips, and Rivlin.
in US. equity markets have moved up Votes against this action: None

somewhat over the period; equity markets in .
some other countries, notably in Asia, have |t Was agreed that the next meeting of

remained volatile. In foreign exchange marthe Committee would be held on Tues-
kets, the value of the dollar has risen oveday, March 31, 1998.
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The meeting adjourned at 10:50 a.m.

Donald L. Kohn
Secretary

Meeting Held on
March 31, 1998

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, March 31, 1998, at

Mr. Fisher, Manager, System Open
Market Account

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

Mr. Slifman, Associate Director,
Division of Research and
Statistics, Board of Governors

Messrs. Alexander, Hooper, and
Ms. Johnson, Associate Directors,
Division of International Finance,
Board of Governors

9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson
Mr. Gramlich
Mr. Hoenig
Mr. Jordan
Mr. Kelley
Mr. Meyer
Ms. Minehan
Ms. Phillips
Mr. Poole
Ms. Rivlin

Messrs. Boehne, McTeer, Moskow, and
Stern, Alternate Members of the
Federal Open Market Committee

Messrs. Broaddus, Guynn, and Parry,
Presidents of the Federal Reserve

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. Rasdall, First Vice President,
Federal Reserve Bank of
Kansas City

Messrs. Goodfriend, Hunter, Kos,
Lang, Rolnick, and Rosenblum,
Senior Vice Presidents, Federal
Reserve Banks of Richmond,
Chicago, New York, Philadelphia,
Minneapolis, and Dallas
respectively

Ms. Rosenbaum, Vice President,
Federal Reserve Bank of Atlanta

Banks of Richmond, Atlanta, and

San Francisco 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

Ms. Browne, Messrs. Cecchetti,
Dewald, Hakkio, Lindsey,
Promisel, Simpson, Sniderman,
and Stockton, Associate
Economists

Mr. Rudebusch, Research Officer,
Federal Reserve Bank of
San Francisco

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on February 3—4, 1998,
were approved.

The Report of Examination of the
System Open Market Account, con-
ducted by the Board’s Division of
Reserve Bank Operations and Payment
Systems as of the close of business on
November 6, 1997, was accepted.
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The Manager of the System Operedged down to 4.6 percent in February,
Market Account reported on develop-equaling its low for the current eco-
ments in foreign exchange and internanomic expansion.
tional financial markets in the period Industrial production edged up on bal-
since the previous meeting on Februance in January and February after
ary 3—4, 1998. There were no Systenmaving increased rapidly in the second
open market transactions in foreign curhalf of 1997. Part of the deceleration
rencies during this period, and thus nstemmed from the depressing effect of
vote was required of the Committee.  unusually warm winter weather on the

The Manager also reported on develprovision of heating services by utilities.
opments in domestic financial marketsThe growth of manufacturing produc-
and on System open market transadion also slowed considerably as a result
tions in government securities andof downward adjustments to assemblies
federal agency obligations duringof motor vehicles and, more generally,
the period from February 4, 1998,weakness in the output of business
through March 30, 1998. By unanimousequipment. With investment in new
vote, the Committee ratified thesemanufacturing facilities still brisk and
transactions. manufacturing output posting only a

The information reviewed at this small advance in the January—February
meeting suggested that the economperiod, the factory operating rate eased a
continued to expand rapidly duringlittle.
the early months of 1998. Apparently, Consumers stepped up their spending
strong growth in private domesticin the early months of the year; senti-
spending for consumption, housing, anagnent remained buoyant in the context of
business equipment more than offsetontinued strong growth in disposable
weakness in net exports and a slighincome and further gains in household
moderation in inventory investment.wealth. Particularly large increases were
Total employment continued to rise rap+ecorded in expenditures on durable
idly, but industrial production increasedgoods, apparel, and general merchan-
at a considerably slower pace. Despitelise. Housing demand also strength-
indications of persisting pressures orened, with sales of existing homes
employment costs associated with tighteaching a record high in February and
labor markets, price inflation abated fursales of new homes in January (latest
ther, primarily as a consequence of largelata) almost equaling the previous
declines in energy prices. record. Both housing starts and building

Nonfarm payroll employment rose permits remained on an upward trend.
sharply further in January and February. Business fixed investment seemed to
Growth in construction jobs was particu-have rebounded from a small decline in
larly strong, apparently reflecting in partthe fourth quarter. Shipments of nonde-
the unseasonably warm weather acrogsnse capital goods, notably of comput-
much of the country and the need tdng equipment whose prices continued
repair damage caused by ice storms artd fall sharply, strengthened substan-
heavy rains. In addition, service indusdially in January and February. By con-
tries continued to post very large emtrast, expenditures on transportation
ployment gains. By contrast, manufacequipment were sluggish. Despite fur-
turing payrolls contracted slightly in ther declines in vacancy rates and rising
February after a sizable increase in Jarreal estate prices, business spending on
uary. The civilian unemployment ratenonresidential construction also seemed
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to have been lackluster, with such activitems; excluding food and energy, prices
ity not having changed much since lastvere unchanged on balance over the
summer. two months. Over the twelve months
The pace of business inventory accuended in February, producer price infla-
mulation slowed sharply in Januarytion was negligible. Tight labor markets
from the fourth-quarter rate. Some ofappeared to be putting some upward
the slowdown reflected a reduction inpressure on labor compensation, but the
motor vehicle stocks; the remainder wagickup was limited. The change in aver-
largely associated with a drop in inven-age hourly earnings over the twelve
tories of nondurable goods at the wholemonths ended in February was only
sale level. Inventory—sales ratios forslightly larger than the increase over the
most manufacturing and trade categoyear-earlier period.
ries were within the ranges experienced With economic growth still solid and
over the past year. inflation subdued, the Committee at
The nominal deficit on U.S. trade inits meeting on February 3—4, 1998, had
goods and services widened substaradopted a directive that called for
tially in January from its average maintaining conditions in reserve mar-
monthly level for the fourth quarter. Thekets that would be consistent with an
value of exports declined considerablyunchanged federal funds rate of about
partly as a result of reduced exports t&¥2 percent. The substantial uncertain-
Asia, but the value of imports changedies about the future strength of eco-
little. The decrease in exports wasomic activity and inflation suggested
mainly in civilian aircraft and other that the next change in policy could be
capital goods. The available informationin either direction, and the Committee
indicated that the pace of economialso had agreed that the directive should
expansion picked up in Europe aftemot contain a presumption about the
having slowed somewhat in the fourthdirection of any change in the stance of
quarter and was still strong on balancgolicy during the intermeeting period.
in Canada. Economic activity remainedThe reserve market conditions asso-
weak in Japan and decelerated sharplgiated with this directive had been
in Asian countries that had been theexpected to be consistent with some
focus of financial turmaoil. moderation in the growth of M2 and M3
Consumer prices were little changedver coming months.
on balance in January and February, Open market operations throughout
as substantial declines in energy pricethe intermeeting period were directed
largely offset increases elsewheretoward maintaining reserve conditions
Excluding food and energy items, con-consistent with the intended average for
sumer price inflation picked up some-the federal funds rate of arounéper-
what in the first two months of the yearcent, and the rate fluctuated in a narrow
from the pace of the second half ofrange around that level. By contrast,
1997; on a year-over-year basis, howinterest rates in other domestic financial
ever, the increase in consumer pricemarkets generally rose somewhat on
during the twelve months ended in Febbalance over the period in response to
ruary was slightly smaller than that inincoming information that suggested
the year-earlier period. At the produceraggregate private demand remained
level, falling prices for finished energyrobust. Despite the rise in rates and
goods in January and February pulledome erosion in the outlook for near-
down the index of prices for all finishedterm corporate profits, share prices in
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U.S. equity markets moved up substanstrengthened over recent months in
tially further. response to heavy private demands for
In foreign exchange markets, the dol-credit.
lar appreciated somewhat on balance The staff forecast prepared for this
over the intermeeting period in relationmeeting indicated that the expansion of
to the currencies of the other majoreconomic activity would slow apprecia-
industrial countries. Against a back-bly during the next few quarters and
ground of weakening growth in Japarremain moderate in 1999. The staff
and continued uncertainty about theanalysis suggested that the surge in
prospects for fiscal stimulus in thathousehold net worth over the past sev-
country, the dollar rose considerablyeral years would help to support sizable,
against the yen. The dollar changedhough gradually diminishing, gains in
little against the mark and other conti-consumer spending; favorable cash flow
nental European currencies but declinedffordability would underpin housing
against the Canadian dollar and the Britdemand at a relatively high level; and
ish pound. The dollar also depreciatedubstantial increases in capital spending
significantly relative to the currencies ofwould persist until slower growth in
several emerging market economies ibusiness sales and weaker profits began
Asia, reflecting market assessments thad have a restraining effect in 1999.
progress had been made in reformingeduced growth of foreign economic
economic policies and financial andactivity and the lagged effects of the
commercial practices in most of thoseconsiderable rise that had occurred in
countries. the foreign exchange value of the dollar
The available information for Febru-were expected to exert substantial
ary and part of March indicated that M2restraint on the demand for U.S. exports
and M3 expanded more rapidly than thever the projection period and to in-
Committee had anticipated at the timecrease the pressures on domestic pro-
of its February meeting. On a quarterlyducers that face import competition.
average basis, growth of both monetanAn anticipated slowdown in the pace
aggregates picked up somewhat in thef inventory accumulation also would
first quarter from already robust rategestrain domestic production as stocks
in the fourth quarter. The increasedvere brought into balance with the
demand for M2 was perhaps associateeixpected lower trajectory for sales.
in part with the reduced attractivenes®\lthough pressures on production
of longer-term fixed rate market assetsiesources would abate to a degree as
whose yields had declined significantlyoutput growth slowed, inflation was
relative to the returns on liquid invest-expected to increase somewhat in
ment components of M2. In addition,response to persisting tightness in labor
households might have been tryingnarkets and a diminishing drag from
to rebalance asset portfolios that hadion-oil import prices.
become more heavily weighted in In the Committee’s discussion of
equities as a result of the run-up incurrent and prospective developments,
stock prices. The pickup in M3 members commented on the persistence
growth reflected a surge in bank issuef unusually favorable economic condi-
ance of large time deposits to financdions, characterized by strong growth
strong demands for loans by businesseand low inflation, but a number ques-
and households. The expansion ofioned how long these conditions
total domestic nonfinancial debt alsomight last without a policy adjustment.
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Domestic demand was exceeding expeaially for durable goods, had risen
tations and was likely to continue tosharply thus far this year, and the factors
increase rapidly for some time, sup-hat had fueled that expansion were still
ported by accommodative conditionsunusually positive. They included large
in key segments of financial marketsincreases in employment and personal
Developments in foreign trade wereincomes, the continuing uptrend in
moderating demands on domestidinancial wealth relative to disposable
resources; but with domestic spendingncome, and, in these circumstances, the
strong, members were becoming morersistence of a very high level of con-
concerned that those developmentsumer confidence. Attractive financing
might not exert enough restraint onconditions and favorable business con-
aggregate demand to slow the expansididence also were expected to support
to a sustainable pace in line with thesubstantial further growth in business
growth of the economy’s potential.investment, especially in high tech
Despite tightening labor markets, infla-equipment that was characterized by
tion prospects remained quite favorableapid product improvement and falling
for a while as a number of factors—prices. Investment in nonresidential
some temporary—helped to damp nearstructures, notably in office and other
term pressures on prices. Nonethelesspmmercial markets, seemed likely
in the absence of some slowing in thdo strengthen somewhat in response to
expansion, labor compensation probablyeduced vacancy rates and sizable
would continue to accelerate and inincreases in rents in many areas; indeed,
creasingly outpace productivity, addingseveral members again reported indica-
to pressures on prices. tions of speculative nonresidential con-
In their review of the outlook for struction in some parts of the country.
spending in key sectors of the domesti®Residential construction was expected
economy, members saw little reason too be maintained at a high level, though
anticipate substantial slowing in thesingle-family starts might soften over
growth of consumer or business expenthe next few months after a surge that
ditures in coming quarters, and they alsappeared to have been related to rela-
expected housing activity to be main-tively favorable weather conditions dur-
tained at a relatively high level. Theing the winter. With mortgage rates at
recent further increases in equity pricesheir recent reduced levels and incomes
from already high levels played ancontinuing to rise, the cash flow afford-
important role in the assessments oébility of home ownership was excep-
several members. The stock market'sionally favorable.
rise was viewed as somewhat puzzling, Developments in two areas of expen-
given indications of some slowing in theditures were thought likely to exert some
growth of profits and the potential for restraining effect on the overall expan-
earnings disappointments as the exparsion in economic activity over coming
sion in spending moderated and profiguarters. One was business inventory
margins narrowed in the context of moreaccumulation, which had exceeded the
rapid labor cost increases. So long as ebust growth in final sales in 1997 and
high degree of optimism in the stockprobably would moderate this year as
market persisted, however, the elevatedusiness firms sought to restrain the
level of financial wealth and the low buildup in their inventories to keep them
cost of capital should continue to boosin better alignment with the expected
spending. Consumer expenditures, espeaoderation of gains in sales.
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The second, foreign trade develop- With regard to the outlook for infla-
ments, also was likely to have a damption, members observed that price infla-
ing influence on the domestic economytion remained quite low—in fact, it was
While the lagged effects of the dollar’sstill declining by some measures—and
appreciation and economic conditionghere was little evidence of any potential
in key U.S. trading partners around theacceleration in current price data or in
world were important factors in this anecdotal reports from around the coun-
assessment, members focused in thisy. Nonetheless, as they had at previous
discussion on the effects of weaknesmeetings, members expressed particular
in several Asian economies. Conditiongoncern about the outlook for prices
in Japan and in key emerging marketn the absence of appreciable slowing in
economies in Asia were still quite frag-the growth of aggregate demand, which
ile, adjustments on the real side of theappeared to be adding to pressures on
economy were just beginning to be feltabor resources. Anecdotal reports from
in some cases, and outcomes for ecacross the nation continued to suggest
nomic growth and exchange rates werexceptionally tight labor markets and
still very much in doubt. Nonetheless,growing indications of somewhat faster
some progress had been made in puttingcreases in labor compensation. To
recovery programs together, and finandate, unit labor costs had been contained
cial markets had seemed to stabilize iy large capital investments and other
several countries. Anecdotal reports omitiatives that had raised the productiv-
adverse repercussions on individuaity of labor. But additional improve-
U.S. firms from the Asian financial ments in productivity growth could not
turmoil had increased somewhat sincée counted on to offset further increases
the Committee’s previous meeting,in the rate of growth of labor compensa-
but the direct overall impact on thetion, which were more likely to occur
U.S. economy was still limited. Indeed,especially if labor markets were to
developments in Asia also appearedighten further. Moreover, the effects of
to have had positive, albeit indirect,a number of special factors that had
effects on domestic demand and pricegended to limit cost pressures and price
in the near term by exerting some downinflation in recent years were not likely
ward pressure on U.S. interest rates ant persist; these included the declines in
world oil prices. Prices in the United world oil prices, the subdued increases
States of a number of Asian goodsn the costs of health benefits, and the
and of domestic products competingagged effects of the appreciation of the
with those goods had been lowereddollar. To be sure, the factors that had
Over time, conditions in key Asian produced the favorable inflation results
economies were thought likely to haveof recent years were not all well under-
a more pronounced retarding effect orstood, and consequently expectations of
the U.S. economy. While the eventualgreater price pressures had to be tenta-
dimensions of that effect remainedtive. On balance, though any upsurge in
uncertain, a number of members cominflation seemed unlikely in the nearer
mented that, on the basis of develterm, the risk that inflation might move
opments to date, they might turn outhigher over the longer run seemed to
to be less negative than had beehave increased.
expected earlier, or at least that some Despite perceptions of a greater risk
“worst case” outcomes seemed lesof rising inflation over time, all but one
likely. of the members indicated in the Com-
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mittee’s policy discussion that they pre-of the uncertainties in the outlook and
ferred, or could accept, a proposal tgjiven that a variety of special factors
maintain an unchanged policy stancevould continue to contain inflation for a
that also included a shift from the cur-time, the Committee could await further
rent symmetrical directive to an asym-developments bearing on the strength of
metrical directive tilted toward restraint. inflationary pressures without incurring
The members agreed that should tha significant risk that disruptive pol-
strength of the economic expansion anéty actions would be needed later in
the firming of labor markets persist, pol-response to an upturn in inflation and
icy tightening likely would be needed atinflation expectations.

some point to head off imbalances that One member indicated a strong pref-
over time would undermine the expan-erence for an immediate policy tight-
sion in economic activity. Most saw ening move, largely on the grounds
little urgency to tighten policy at this that under current conditions relatively
meeting, however. The economy mightapid growth in money and credit was
well continue to accommodate relativelynot consistent with continued progress
robust economic growth and a high levetoward reducing inflation. A number of
of resource use for an extended periodther members also commented that the
without a rise in inflation. Some mem-strength of the monetary aggregates,
bers noted that price increases would bespecially if it should persist, was sug-
held down for a while by the effects of gesting ample liquidity and accommo-
the higher dollar, which had not workeddative financial conditions. In addition,
their way fully through domestic prices.some cited ebullient equity markets and
Moreover, inflation continued to fall by narrow risk spreads in credit markets as
some measures and inflation expectadditional evidence that financial condi-
tions still seemed to be adjusting down+tions were not restraining final demands
ward toward actual inflation; further very much. These were factors that they
declines in these expectations wouldvould weigh in their evaluation of the
restrain increases in compensation andeed for, and timing of, a policy tighten-
prices. Members also noted that the ultitng move.

mate extent of retarding effects from the The members agreed that they should
financial turmoil in Asia was still uncer- be particularly sensitive to develop-
tain, and several cited the possibilityments that might signal rising inflation
of a downward adjustment in the stockpressures, and in that regard a shift to an
market, perhaps in response to disamsymmetric directive seemed desirable.
pointing growth in business profits, thatSuch a directive would be consistent
could have an adverse impact on busiwith the Committee’s judgment that the
ness and consumer confidence. In theseformation that had become available
circumstances, a preemptive policysince a symmetric directive was last
move to head off rising inflation could adopted in February had altered the
prove premature or perhaps even unwainflation risks enough to make some
ranted; indeed, in the view of some, dightening a likely prospect in the not
tightening move was not inevitable.too distant future. In that regard several
Moreover, because a policy action wasuggested that the need for some policy
not currently anticipated, some com-ightening could well materialize in the
mented that a tightening could producenear future.

an outsized and undesirable response in At the conclusion of the Committee’s
financial markets. On balance, in lightdiscussion, all but one member sup-



142 85th Annual Report, 1998

ported a directive that called for main-rate in the fourth quarter. Despite indications
taining conditions in reserve marketsof persisting pressures on employment costs

; ; ssociated with tight labor markets, price
;Ehgt W?rfe anSIStemeIéh a%unchangeﬁmation has abated further, primarily as a
ederal funds rate of about/a percent consequence of large declines in energy

and that contained a bias toward therices.

possible firming of reserve conditions Interest rates generally have risen some-
and a higher federal funds rate. Accordwhat on balance over the intermeeting
ingly, in the context of the Committee’s period. Share prices in U.S. equity markets

S - . have moved up substantially further over
long-run objectives for price stability y o neriod. In foreign exchange markets, the

and sustainable economic growth, angajue of the dollar has increased somewhat
giving careful consideration to eco-over the period in relation to the currencies
nomic, financial, and monetary devel-of other major industrial nations, but it has
opments, the Committee decided thaflepreciated relative to the currencies of most

. merging market economies in Asia.
a somewhat higher federal funds rat& Growth of M2 and M3 picked up some-

would be acceptable or a slightly lowerynat in the first quarter from already robust
federal funds rate might be acceptableates in the fourth quarter. Expansion of total
during the intermeeting period. Thedomestic nonfinancial debt also has strength-

reserve conditions contemplated at thi§ned over recent months. )
b tThe Federal Open Market Committee

mler?tlng W.edre et>)(|pecteddto b_e CO.nS'SLe%eeks monetary and financial conditions that
with considerable moderation In they; foster price stability and promote sus-

growth in M2 and M3 over the monthstainable growth in output. In furtherance

ahead. of these objectives, the Committee at its
The Federal Reserve Bank of Newmeeting in February established ranges for

York was authorized and directed, untild"owth of M2 and M3 of 1 to 5 percent and

. - . 2 to 6 percent respectively, measured from
instructed otherwise by the Committeee orth quarter of 1997 to the fourth quar-

to execute transactions in the Systerfer of 1998. The range for growth of total
Account in accordance with the follow- domestic nonfinancial debt was set at 3 to
ing domestic policy directive: 7 percent for the year. The behavior of the
monetary aggregates will continue to be
evaluated in the light of progress toward
The information reviewed at this meetingprice level stability, movements in their
suggests that economic activity continue£e|ocities, and developments in the economy
to grow rapidly during the early months and financial markets.
of 1998. Nonfarm payroll employment In the implementation of policy for the
increased sharply further in January and Felimmediate future, the Committee seeks con-
ruary, and the civilian unemployment rate, aditions in reserve markets consistent with
4.6 percent in February, equaled its low formaintaining the federal funds rate at an aver-
the current economic expansion. Howeverage of around % percent. In the context
growth in manufacturing payroll employ- of the Committee’s long-run objectives for
ment was down over the first two monthsprice stability and sustainable economic
of the year, and factory output decelerate@rowth, and giving careful consideration to
appreciably. Consumer spending has riseaconomic, financial, and monetary develop-
considerably further since year-end, andnents, a somewhat higher federal funds rate
housing activity also has strengthened irwould or a slightly lower federal funds rate
recent months. Available indicators point tomight be acceptable in the intermeeting
a sharp rebound in business fixed investmenieriod. The contemplated reserve conditions
following a small decline in the fourth quar- are expected to be consistent with consider-
ter. Fragmentary data on nonfarm invenable moderation in the growth in M2 and M3
tories suggest a slower rate of accumulationver coming months.
early in the year. The nominal deficit on U.S.
trade in goods and services widened substan- Votes for this action: Messrs. Green-
tially in January from its average monthly span, McDonough, Ferguson, Gramlich,
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Hoenig, Kelley, Meyer, Mses. Minehan, Present:

Phillips, Mr. Poole, and Ms. Rivlin. Vote
against this action: Mr. Jordan.

Mr. Jordan dissented because growth
rates of various measures of money and
credit in the second half of 1997 and the
first quarter of this year were not consis-
tent in his view with continued progress
in reducing inflation. Recent price statis-
tics understated the trend rates of infla-
tion. The one-time effects of falling olil
prices, lower food prices, and recent
appreciation of the dollar on foreign
exchange markets provided only a tem-
porary reduction of inflation. While
some reacceleration of reported rates of
inflation was probably unavoidable, sus-
tained rapid money growth would risk
even higher inflation in future years.
The durability of the economic expan-
sion would be jeopardized by price and
wage decisions reflecting expectations
that the purchasing power of the dollar
would decline at faster rates in the
future. Once such expectations became
imbedded in the economy, even stronger
policy actions would be required in
order to reestablish a downward trend of
inflation.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, May 19, 1998.

The meeting adjourned at 1:05 p.m.

Donald L. Kohn
Secretary

Meeting Held on
May 19, 1998

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, May 19, 1998, at
9:00 a.m.

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson

Mr. Gramlich

Mr. Hoenig

Mr. Jordan

Mr. Kelley

Mr. Meyer

Ms. Minehan

Ms. Phillips

Mr. Poole

Ms. Rivlin

Messrs. Boehne, McTeer, Moskow,
and Stern, Alternate Members
of the Federal Open Market
Committee

Messrs. Broaddus, Guynn, and
Parry, Presidents of the
Federal Reserve Banks of
Richmond, Atlanta, and
San Francisco respectively

Mr. Kohn, Secretary and Economist
Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Prell, Economist

Mr. Truman, Economist

Ms. Browne, Messrs. Cecchetti,
Dewald, Hakkio, Lindsey,
Simpson, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

Ms. Fox, Deputy Congressional
Liaison, Office of Board
Members, Board of Governors

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
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Messrs. Alexander, Hooper, and
Ms. Johnson, Associate
Directors, Division of
International Finance,
Board of Governors

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

Mr. Kumasaka, Research Assistant,
Division of Monetary Affairs,
Board of Governors

Messrs. Eisenbeis, Goodfriend,
Hunter, Lang, Rolnick, and
Rosenblum, Senior Vice
Presidents, Federal Reserve
Banks of Atlanta, Richmond,
Chicago, Philadelphia,
Minneapolis, and Dallas
respectively

Messrs. Altig, Bentley, and Judd,
Vice Presidents, Federal
Reserve Banks of Cleveland,
New York, and San Francisco
respectively

agency obligations during the period
March 31, 1998, through May 18, 1998.
By unanimous vote, the Committee rati-
fied these transactions.

The Manager informed the Commit-
tee of his intention to discuss with mar-
ket participants proposed changes in the
procedures for lending securities from
the System Open Market Account. The
changes would be intended to adapt the
lending program to the evolving struc-
ture of the U.S. Treasury securities mar-
ket. They are designed to make System
securities lending more effective at help-
ing to relieve occasional significant
shortages of particular securities, which
could cause disruptions to the market.
In a brief discussion, Committee mem-
bers sought clarification of some of the
proposed details of the new program
and how it would fit with the Fed-
eral Reserve’s broader responsibilities.
Action to amend paragraph 2 of the
Authorization for Domestic Open Mar-
ket Operations would be required at a
later date when the details of the new
program had been decided upon after
discussions with market participants.

The Committee then turned to a dis-
cussion of the economic and financial
outlook, and the implementation of
monetary policy over the intermeeting

By unanimous vote, the minutes ofperiod ahead. A summary of the eco-
the meeting of the Federal Open Markehomic and financial information avail-
Committee held on March 31, 1998,able at the time of the meeting and of
were approved. the Committee’s discussion is provided

The Manager of the System Operbelow, followed by the domestic policy
Market Account reported on develop-directive that was approved by the Com-
ments in foreign exchange markets durmittee and issued to the Federal Reserve
ing the period March 31, 1998, throughBank of New York.

May 18, 1998. There were no System The information reviewed at this
open market transactions in foreign curmeeting suggested that the economy
rencies during this period, and thus naontinued to expand rapidly in 1998.
vote was required of the Committee.  Strength in consumption, business out-

The Manager also reported on develtays for durable equipment, and home-
opments in domestic financial marketduilding boosted growth in domestic
and on System open market transactiorfinal demand to a very rapid pace in the
in government securities and federafirst quarter, and there had been indi-
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cations of slower expansion since thendeclines in the output of construction
However, weakening net exports weresupplies, basic metals, and nondurable
exerting a considerable drag on ecomaterials. The production of consumer
nomic growth. Moreover, the extraor-goods was unchanged. The factory oper-
dinary pace of inventory investment thusating rate eased further in April, reflect-
far this year might foreshadow lessing the continuing brisk expansion
robust expansion ahead. Payroll emin manufacturing facilities and slow
ployment remained on a brisk uptrendgrowth in output.
but industrial production decelerated Consumer spending had remained
sharply after having surged in the secstrong this year in the context of robust
ond half of last year. Despite indicationsgains in income and household net
of persisting pressures on employmentvorth and of very favorable consumer
costs associated with tight labor marsentiment. Total retail sales rose appre-
kets, consumer price inflation remaineciably in April, boosted by increases in
subdued, importantly reflecting largepurchases of automobiles and nondura-
declines in energy prices. ble goods. Housing demand and residen-
Nonfarm payroll employment regis- tial construction activity also continued
tered another large increase in Aprilto increase at a rapid pace this year.
after a small decline in March; theseHome sales were at very high levels,
data, along with the still-low level of reflecting the continuing improvement
initial claims for unemployment insur- in housing affordability as a result of
ance in recent weeks, suggested thateclining mortgage rates. Although
labor demand had remained robust thuBousing starts slipped in April, they
far in 1998. Hiring in the trade, financeremained at an elevated level.
and real estate, and services industries Business fixed investment rebounded
was brisk in April; employment in con- sharply in the first quarter from a small
struction retraced part of an apparentlylecline in the fourth quarter of 1997. A
weather-related drop in March. Thesurge in expenditures on producers’
number of manufacturing jobs declineddurable equipment, notably on com-
in April for a second consecutive month.puters, communications equipment, and
The civilian unemployment rate fell heavy trucks, more than offset continued
sharply, to 4.3 percent in April, after weakness in outlays for nonresidential
having averaged around¥4 percent structures. While available indicators
since last November. pointed to further substantial gains in
Industrial production rose somewhatequipment purchases over coming
over March and April after having months, data on construction contracts
weakened earlier in the year. Part of theffered little evidence of a pickup in
slowdown this year, following rapid nonresidential construction activity in
growth in the second half of last yearthe near term, even though vacancy rates
was attributable to weakness in utilitywere declining and office rents were
output associated with unusually warnrising.
winter weather across much of the coun- Business inventories increased at a
try. More importantly, though, manufac-very rapid pace in the first quarter, but
turing output had changed little on bal-with sales strong, inventory—sales ratios
ance in recent months. In April, a pickupremained within their ranges over the
in the production of business equipmentpast year. In manufacturing, stock accu-
particularly of information processing mulation slowed in March after having
equipment, was largely offset by furtherincreased fairly rapidly in January and
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February. At the wholesale level, inven-year-earlier period; falling import prices
tories rose about in line with sales dur-apparently helped damp the goods com-
ing the quarter, and in the retail sectoponent of the index. At the producer
inventories built up at a greatly accelerdevel, price inflation of finished goods
ated pace in the first quarter. other than food and energy picked up
The nominal deficit on U.S. trade ina bit in April, but it was considerably
goods and services widened substadewer over the twelve months ended in
tially in January and February from April than over the year-earlier interval.
its average monthly rate in the fourthinflation at earlier stages of production
quarter. The value of exports declinecalso remained subdued. The rate of
considerably in the January—Februaryncrease in hourly compensation of pri-
period, with most of the drop attribut- vate industry workers slowed in the
able to reduced sales to Asian countriedirst quarter, reflecting smaller advances
The decrease in exports was concerin both the wage and benefit compo-
trated in agricultural products, industrialnents of the index; however, compen-
supplies, and machinery. The value obation costs accelerated appreciably on
imports rose slightly, largely reflectinga year-over-year basis, primarily as a
higher amounts of imported automotiveresult of faster growth in wages and
products and higher service paymentssalaries.
The available information suggested that At its meeting on March 31, 1998,
economic growth in continental Europethe Committee adopted a directive that
strengthened in the first quarter, withcalled for maintaining conditions in
strong domestic demand apparently offreserve markets that were consistent
setting the effects of Asian turmoil onwith an unchanged federal funds rate
foreign trade. Robust domestic demandveraging around’ percent. However,
also continued to buoy the Canadiann light of increased concerns that
economy. By contrast, economic activ-growth in aggregate demand might out-
ity in Japan contracted in the first quarpace the expansion of the economy’s
ter and decelerated sharply further irpotential for some time, possibly gener-
Asian countries that had experienceéting inflationary imbalances in labor
financial turmoil. markets, the Committee decided that the
Consumer prices were unchanged imlirective should include a bias toward
March and rose moderately in April.the possible firming of reserve condi-
Energy prices were down slightly fur-tions and a higher federal funds rate.
ther in April after having declined mark- The reserve conditions associated with
edly in previous months, and food priceghis directive were expected to be con-
increased a little; excluding food andsistent with considerable moderation in
energy, consumer price inflation pickedhe growth in M2 and M3 over the
up in April as prices of services accelermonths ahead.
ated and prices of tobacco surged higher. Open market operations throughout
Over the course of recent months, cor¢he intermeeting period were directed
consumer inflation had accelerated t@oward maintaining reserve conditions
rates that were somewhat above thoseonsistent with the intended average of
registered earlier. Even so, on a yeararound %2 percent for the federal funds
over-year basis, the increases in totaiate. Though tax flows were heavy at
and core consumer prices were substamtimes and reserves were drained from
tially smaller over the twelve monthsdepository institutions as tax payments
ended in April than they had been in thespilled into Treasury deposits at the Fed-
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eral Reserve Banks, the federal funds M2 and M3 expanded briskly further
rate averaged a little below its intendedn April, but data for late April and early
level over the period. Most other mar-May showed M2 declining and M3 lev-
ket interest rates declined slightly oneling out; much of the fluctuation in M2
balance over the intermeeting periodduring the April-May period appeared
incoming data suggested that laboto be related to movements of funds
markets remained tight and that theassociated with unusually heavy non-
economy retained considerable upwargithheld tax payments and a surge in
momentum, but market participants evimortgage refinancings to take advantage
dently gave greater weight to informa-of lower long-term rates. On balance,
tion indicating that wage and price infla-the underlying growth of these aggre-
tion was well contained in the first gates seemed to be slowing from the
quarter. Share prices in U.S. equity marpace of the first quarter. The moderation
kets rose further despite some report;n M3 partly reflected a reduced need
of soft corporate earnings, and equityfor non-M2 sources of funds at a time
prices in most other industrial countriesvhen bank credit expansion seemed to
also reached new highs. be slowing. Growth of total domestic
In foreign exchange markets, thenonfinancial debt apparently had slipped
trade-weighted value of the dollar insomewhat after picking up earlier in the
terms of major currencies changed littleyear.
on balance over the period. The dollar The staff forecast prepared for this
declined considerably against the Germeeting indicated that the expansion of
man mark and other continental Euroeconomic activity would slow consid-
pean countries amid signs of strongrably during the next few quarters
growth in the German economy and fur-and remain moderate in 1999. Reduced
ther progress in resolving the outstandgrowth of foreign economic activity and
ing issues associated with next year'she lagged effects of the sizable rise that
launch of the euro; French and Germaimad occurred in the foreign exchange
interest rates also rose slightly over thealue of the dollar were expected to
period. The dollar appreciated someplace substantial restraint on the demand
what against the yen; the announcemerfibr U.S. exports and to add to the pres-
of a large fiscal stimulus package andures on domestic producers to hold
Japan’s intervention in support of thedown prices to meet import competition.
yen did not offset indications of further An anticipated sharp slowdown in the
weakening in the Japanese economy amahce of inventory accumulation also
related declines in Japanese interestould damp domestic production as the
rates. Other Asian financial marketsgrowth of stocks was brought into bal-
came under renewed pressure after ance with the expected more moderate
brief period of relative calm. The cur-trajectory of final sales. The staff analy-
rencies of several key Asian emergingis suggested that further strong gains
market economies depreciated considn income, along with the surge in
erably against the dollar; and in sharghousehold net worth over the past sev-
contrast to the performance of equityeral years, would support brisk, though
markets in most industrial countries,gradually diminishing, gains in con-
prices in Asian equity markets declinedsumer spending. Housing demand,
substantially on balance over the periodostered by the favorable cash flow
to near their lows of late 1997 or earlyaffordability of home ownership, was
1998. expected to remain at a generally high
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level, though the anticipated slowingpronounced weakness in Japan. Whether
in income growth over the projectionthe moderation in U.S. economic growth
period would damp residential construcwould be sufficient to forestall cost
tion activity somewhat. Substantialincreases arising from tight labor mar-
increases in capital spending wouldkets that in turn would add to pressures
continue, but slower growth in businesn prices was open to question. To date,
sales and profits would produce adevelopments in business costs had been
gradual deceleration. While pressureselatively benign, owing to an important
on production resources were likelyextent to somewhat faster productivity
to abate to a degree as output growtlgrowth. This circumstance and a num-
slowed, inflation was expected tober of one-time influences holding down
increase somewhat from its recent paceosts and prices had contained inflation
in response to rising compensation costat rates that were lower than those seen
associated with persisting tightness inn several decades, and probably would
labor markets, a limited rebound incontinue to do so for a while. But the
energy prices, and a diminishing drag oomembers generally were concerned that
non-oil import prices. inflation might begin to rise over the
In the Committee’s discussion of cur-intermediate term, especially if labor
rent and prospective economic developmarkets tightened further.
ments, members noted the exceptional In their assessment of the factors
strength in domestic final demand andinderlying the persisting strength of
viewed robust further expansion in suchaggregate final demand, members took
demand as highly likely. Final purchasegarticular note of the effect of accommo-
were being supported by accommodative financial conditions. The rapid
dative financial conditions, especiallygrowth in consumer spending was being
a rising equity market, by ebullient bolstered by large gains in stock market
consumer sentiment, and by busineswealth; and the strength in housing and
spending on productivity-enhancingother interest-sensitive consumer expen-
equipment. While there were limitedditures also reflected declines in nomi-
indications of weakness in some sectorsal, and perhaps in real, intermediate-
of the economy—such as manufacturand long-term interest rates and the
ing, energy, and agriculture in someample availability of loans. Likewise,
areas—the members did not see concluhe ready availability of equity and debt
sive evidence of appreciable moderatioffinancing on favorable terms was a key
in the pace of the overall economicfactor in the continuing robust growth
expansion. Nonetheless, they generallgf business investment. Indeed, some
believed that substantial moderatiormembers expressed concern that the
in the expansion was a likely prospeciwidespread perceptions of reduced risk
in coming quarters, largely as a conseer complacency that had bolstered
quence of a marked slowing in inven-equity prices beyond levels that seemed
tory investment from the clearly unsus-justified by fundamentals were begin-
tainable pace of the first quarter and, tming to be felt in a variety of other mar-
a lesser extent, from some further weakkets as well, including commercial and
ness in net exports. The outlook for theesidential properties, business ventures,
latter was especially uncertain, and th@and land. In the view of a number of
weakness could be greater than previmembers, rapid growth of the monetary
ously anticipated owing to renewed tur-aggregates, though it had slowed very
moil in emerging Asian economies andrecently, was a further indication that
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financial conditions were not restrainingditions in Asian financial markets and
economic activity. economies were deteriorating further,
Despite the failure of domestic de-with potentially adverse consequences
mand to moderate in line with theirfor net U.S. exports. Of particular con-
earlier expectations, the members wereern in this regard was the possibility of
persuaded that appreciable slowing invorsening economic conditions in Japan
the growth of economic activity wasand the negative implications not only
a likely prospect over the course offor U.S. trade with Japan but for world-
coming quarters even though its exacwide trade and financial markets. Some
timing and extent were unknown. Keymembers also commented that unsettled
elements in this assessment were thi#nancial and economic conditions in
outlook for inventories and net exports.East Asia could tend to exacerbate the
The surge in inventory accumulation ineconomic problems of several important
the first quarter did not appear to havemerging economies in other parts of
resulted in overall stock imbalancesthe world, including major Latin Ameri-
as evidenced by stock-sales ratios aran trading partners of the United States.
anecdotal reports. Even so, growth irOn balance, forecasts of a limited fur-
inventory investment at a pace sharplyher drag on U.S. net exports from devel-
exceeding the sustainable growth obpments in Asia were subject to substan-
final sales was unlikely to continue fortial uncertainty, with the risks tilted
an extended period. Given the ampléoward a greater effect on the U.S. econ-
availability of industrial capacity and omy than had been anticipated earlier.
the related absence of pressures on leddoreover, the lingering effects of the
or delivery times, business firms diddollar's appreciation last year against a
not need to build precautionary stocksbroad array of currencies would con-
Thus, inventory investment was likelytinue to depress the nation’s foreign
to respond to the expected deceleratiotrade position for some time.
in final sales over coming quarters. The decline in the unemployment
Some members expressed reservationgte to its lowest level in nearly three
about the probable extent of the deceldecades underscored anecdotal reports
eration in the period ahead, especiallpf further tightening in labor markets
in the context of their expectations of ain recent months and added to concerns
still relatively robust uptrend in final about the outlook for inflation. Though
sales. the first-quarter data had not suggested
Developments in Asia clearly wereas steep an increase as a number of
having adverse effects on a number obbservers had anticipated, labor com-
U.S. industries, but the overall effects orpensation clearly was trending higher.
the U.S. economy appeared to have bedBut as suggested by the rise until
limited thus far. Indeed, the direct effectsrecently in profit margins, businesses
of the Asian financial and economichad been able to realize productivity
problems on U.S. trade over time neededains that tended to offset the faster
to be weighed against their indirect buincreases in compensation costs. Indeed,
positive effects in the near term in help-while the most recent data were difficult
ing to hold down U.S. interest rates ando read, once likely revisions were taken
in reducing the prices of oil and otherinto account productivity improvements
imported commodities. However, mem-could well be on a steeper uptrend than
bers were concerned that, as evidencdthd been estimated earlier. Even so, the
by the most recent developments, conmembers remained concerned that if
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pressures on labor resources continueetonomy, notably the pace of inventory
to intensify, the associated increases iaccumulation over coming months,
labor compensation would at some poiniight foster slower economic expan-
significantly exceed the gains in producsion and the related degree to which
tivity. The resulting pressures on pricegressures in labor markets would be
might be muted, but probably only for aaffected. Moreover, considerable ques-
time, by the inability of many businesstions remained about the relationship
firms in highly competitive markets to of labor market pressures to inflation.
raise their prices or to raise them suffidin these circumstances, it was possible
ciently to offset rising costs. Some mem+that inflation would continue to be con-
bers emphasized that a number of devetained, though the risks clearly seemed
opments that had held down pricesto be tilted in the direction that action
including the dollar’s sizable apprecia-would become necessary at some point
tion last year, the drop in world oil to keep inflation low.
prices, and the downtrend in employee While a delay in implementing a
benefit cost increases, were unlikely tdighter policy that ultimately proved
be repeated over the coming year antb be needed to curb rising inflation
could even be reversed to a degreénvolved some risks, many of the mem-
Members acknowledged, however, thabers concurred in the view that the
the nexus between labor market tightpotential costs of postponing action for
ness, accelerating labor costs, and the limited time were small. By some
effects on price inflation was very diffi- measures, inflation had continued to
cult to ascertain and analyses based airop in the first quarter, and the appreci-
earlier patterns that pointed to risingation of the dollar, reduced commaodity
inflation had proved consistently wrongprices, and low—if not declining—
in recent years. inflation expectations would help to hold
In the Committee’s discussion ofdown nominal wage increases and price
monetary policy for the intermeeting pressures for some time, even if, as a
period ahead, a majority of the membersiumber of members suspected, the
indicated that they preferred or couldeconomy was now producing beyond
accept an unchanged policy. Thesdés long-run potential. Forecasts of ris-
members also expressed a preferendeg inflation had proved unreliable and
for retaining the asymmetric instructionneeded to be viewed in light of the
in the directive that the Committee hadconsiderable uncertainties surrounding
adopted at the previous meeting. In thishem. The members recognized, how-
view, the uncertainties in the outlookever, that the longer any needed action
for economic expansion and inflationwas delayed, the more important it
remained sufficiently great to warrant awould be to take prompt and perhaps
continued wait-and-see policy stancevigorous action once the danger of rising
Considerations underlying this viewinflation became clearer.
included the possibility that financial Another reason for not taking action
and economic conditions in Asia mightat this meeting was the possibility that
worsen further and exert a strongeeven a modest tightening action could
retarding effect on the performance othave outsized effects on the already very
the U.S. economy than presently seemesknsitive financial markets in Asia. The
to be in train. A good deal of uncertaintyresulting unsettlement could have sub-
also surrounded the potential extent tatantial adverse repercussions on U.S.
which developments in the domestidinancial markets and, over time, on the
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U.S. economy. Many of the memberssibly in the near future, was a likely
emphasized, however, that market corthough not an inevitable prospect.
siderations could not be allowed to jeop- At the conclusion of the Committee’s
ardize the effective conduct of a U.Sdiscussion, all but two of the mem-
monetary policy aimed at an optimalbers supported a directive that called
performance of the U.S. economyfor maintaining conditions in reserve
Indeed, such a performance would besnarkets that were consistent with an
serve the interests of troubled financiabnchanged federal funds rate of about
markets and economies abroad. 5%> percent and that contained a bias
A number of members indicated thattoward the possible firming of reserve
the decision was a close call for them. Irconditions and a higher federal funds
this regard, some emphasized that finarrate. Accordingly, in the context of the
cial conditions were very accommoda-Committee’s long-run objectives for
tive in terms of the ample availability price stability and sustainable economic
of financing to most borrowers on verygrowth, and giving careful consideration
attractive terms and increases in equityo economic, financial, and monetary
prices. Several expressed concern thaevelopments, the Committee decided
the persistence of quite rapid monetaryhat a somewhat higher federal funds
growth this year was symptomatic of arate would be acceptable or a slightly
monetary policy that was not positionedower federal funds rate might be
to restrain ebullient domestic demandacceptable during the intermeeting
sufficiently, even if short-term real inter- period. The reserve conditions contem-
est rates were quite high. Although somglated at this meeting were expected to
of these members could accept postporbe consistent with considerable modera-
ing action for the present to await fur-tion in the growth of M2 and M3 over
ther information on the balance of risksthe months ahead.
two members, while acknowledging The Federal Reserve Bank of New
the uncertainties that surrounded th&ork was authorized and directed, until
economic outlook, indicated a strongnstructed otherwise by the Committee,
preference for tightening the stance ofo execute transactions in the System
policy at this meeting. They believedAccount in accordance with the follow-
that current policy was accommodating domestic policy directive:
ing excessive strength in aggregate

demand that very likely would be felt The information reviewed at this meeting
n hlgh_er inflation before long. Promptsuggests that economic activity has contin-
tightening was needed to avert thgeqto grow rapidly in 1998. Nonfarm pay-
necessity of stronger and potentially disroll employment registered another substan-
ruptive policy actions later to containtial increase in April after a slight decline in
inflation. March, and the civilian unemployment rate

; fell to 4.3 percent in April. However, factory
All the members who intended to VOteoutput has changed little on balance in recent

for an unchanged policy at this meetingnonths, Retail sales grew appreciably in

supported the retention of a directiveapril, and consumer spending as a whole has
that was biased toward restraint. In theibeen very strong this year. Residential sales
view, current developments did not calland construction also have strengthened this
for any policy action, at least at thisyear. Business fixed investment rebounded

: . Sharply in the first quarter after having
meeting, but because they felt the rISkgeclined slightly in the fourth quarter, and

were tilted in the direction of rising available indicators point to continuing
inflation, a policy tightening move, pos-strength over coming months. Business
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inventories appear to have increased vergf the Committee’s long-run objectives for
rapidly in the first quarter. The nominal defi-price stability and sustainable economic
cit on U.S. trade in goods and services widgrowth, and giving careful consideration to
ened substantially in January and Februargconomic, financial, and monetary develop-
from its average monthly rate in the fourthments, a somewhat higher federal funds rate
quarter. Despite indications of persistingwould or a slightly lower federal funds rate
pressures on employment costs associatedight be acceptable in the intermeeting
with tight labor markets, price inflation hasperiod. The contemplated reserve conditions
remained subdued this year, primarily as are expected to be consistent with consider-
consequence of large declines in energgble moderation in the growth in M2 and M3
prices. over coming months.
Most market interest rates have declined

slightly on balance over the intermeeting \/gtes for this action: Messrs. Green-
period. Share prices in U.S. equity markets span  McDonough, Ferguson, Gramlich,

have moved up a little further. In foreign Hoenig, Kelley, Meyer, Mses. Minehan,
exchange markets, the trade-weighted value Phillips, and Rivlin. Votes against this

of the dollar in terms of major currencies has action: Messrs. Jordan and Poole.
changed little on net over the period. How-

ever, the dollar has risen on balance against .

the currencies of key emerging market Mr. Poole dissented because he be-
economies, particularly those in Asia. Equitylieved that the sustained increase in
markets in Asia have fallen substantiallymoney growth in recent quarters and
over the period to near their lows of lategagsociated accommodative conditions

1997, while those in Europe have risen tq, iha credit markets pointed to rising
new highs.

M2 and M3 expanded briskly further in inflation. Although faster productivity
April, but data for late April and early May growth suggested that trend output
show M2 declining and M3 leveling out. growth might be modestly higher than
The swing in these measures seemed to hgreviously thought, the growth rate of
related largely to movements of funds assogggregate demand over the past two

ciated with tax payments. Expansion of totagears clearly had exceeded the econo-
domestic nonfinancial debt appears to hav

moderated somewhat after a pickup earlier if"y'S long-run growth potential. With-

the year. out a reduction of aggregate demand
The Federal Open Market Committeegrowth, inflation would rise. In his view,

seeks monetary and financial conditions thathe Federal Reserve should therefore

will foster price Stabl“ty and pl’0m0te SUS'take prompt actlon to reduce money
tainable growth in output. In furtherance

of these objectives, the Committee at it%owmdto “.mlt the rl$e||n inflation ar]lld
meeting in February established ranges foi© avold an increase in longer-term infla-

growth of M2 and M3 of 1 to 5 percent and tion eXpeCtationS, which would tend to
2 to 6 percent respectively, measured frondlestabilize aggregate employment and
the fourth quarter of 1997 to the fourth quar-financial markets.

ter of 1998. The range for growth of total pr. Jordan also noted that the mone-

domestic non-financial debt was set at 3 t ;
7 percent for the year. The behavior of théfary and credit aggregates had acceler-

monetary aggregates will continue to beated further from already rapid growth
evaluated in the light of progress towardrates in 1997. In his view, these high
price level stability, movements in their growth rates were fueling unsustain-
velocities, and developments in the economybly rapid increases of real estate and
and financial markets. other asset prices, and reports of “too

In the implementation of policy for the ; »
immediate future, the Committee seeks con[nUCh cash chasing too few deals” were

ditions in reserve markets consistent witlP€Coming more frequent. Anticipated
maintaining the federal funds rate at an avergains on both real and financial invest-
age of around % percent. In the context ments had risen relative to the cost of
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borrowed funds. In these circumstancegnd continued on Wednesday, July 1,
it was increasingly likely that the Com- 1998, at 9:00 a.m.

mittee would face a choice between

smaller increases in interest rates soon@®resent:

versus larger increases later. He added
that maximum sustainable economic
growth occurs when businesses and
households act on the assumption that
the dollar will maintain its value over
time, and nothing he had heard from
consumer groups, bankers, or other busi-
ness people in his District led him to
believe that decisions were being made
in the expectation that the purchasing
power of the dollar would be stable.
Furthermore, expectations that market
values of income-producing invest-
ments would continuously rise relative
to underlying earning streams were
not consistent with a stable purchasing
power of money. He also believed that
the view that real interest rates cur-
rently were high was not confirmed
by observed behavior. Bankers told him
that both consumers and businesses
believed that credit was cheap and plen-
tiful. These potentially inflationary con-
ditions and imbalances in the economy
were not conducive to sustained maxi-
mum growth.

It was agreed that the next meeting
of the Committee would be held on
Tuesday—Wednesday, June 30-July 1,
1998.

The meeting adjourned at 1:35 p.m.

Donald L. Kohn
Secretary

Meeting Held on
June 30-July 1, 1998

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, June 30, 1998, at 1:30 p.m.

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson

Mr. Gramlich

Mr. Hoenig

Mr. Jordan

Mr. Kelley

Mr. Meyer

Ms. Minehan

Mr. Poole

Ms. Rivlin

Messrs. Boehne, McTeer, Moskow, and
Stern, Alternate Members of the
Federal Open Market Committee

Messrs. Broaddus, Guynn, and Parry,
Presidents of the Federal Reserve
Banks of Richmond, Atlanta, and
San Francisco respectively

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

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

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

Mr. Truman, Economist

Ms. Browne, Messrs. Dewald, Hakkio,
Lindsey, Simpson, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

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
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Messrs. Alexander, Hooper, and
Ms. Johnson, Associate Directors,
Division of International Finance,
Board of Governors

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

Messrs. Smak,Reifschneide?,and
Whitesell, Section Chiefs,
Divisions of Monetary Affairs,
Research and Statistics, and
Monetary Affairs respectively,
Board of Governors

Ms. Kusko# Senior Economist,
Division of Research and
Statistics, Board of Governors

Mr. EImendorf and Ms. Garrett,
Economists, Division of Monetary
Affairs, Board of Governors

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

Mr. Barron, First Vice President,
Federal Reserve Bank of Atlanta

Messrs. Beebe, Eisenbeis, Goodfriend,

Hunter, Lang, Rosenblum, and
Steindel, Senior Vice Presidents,
Federal Reserve Banks of

San Francisco, Atlanta, Richmond,
Chicago, Philadelphia, Dallas, and
New York respectively

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

Mr. Bryan, Assistant Vice President,

Federal Reserve Bank of
Cleveland

3. Attended portion of the meeting relating to

Mr. Weber, Senior Research Officer,
Federal Reserve Bank of
Minneapolis

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on May 19, 1998, were
approved.

The Manager of the System Open
Market Account reported on develop-
ments in foreign exchange markets and
on System transactions in those markets
during the period May 19, 1998, through
June 30, 1998. By unanimous vote, the
Committee ratified these transactions.

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
May 19, 1998, through June 30, 1998.
By unanimous vote, the Committee rati-
fied these transactions.

The Committee then turned to a dis-
cussion of the economic and financial
outlook, the ranges for the growth of
money and debt in 1998 and 1999, and
the implementation of monetary policy
over the intermeeting period ahead. A
summary of the economic and finan-
cial information available 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 Committee and
issued to the Federal Reserve Bank of
New York.

The information reviewed at this
meeting suggested that the expansion in
economic activity had slowed consid-
erably after a very rapid advance in the
first quarter. Much of the slowdown
reflected a substantial moderation in

the discussion of the Committee’s consideration obusiness inventory accumulation. Con-
its monetary and debt ranges for 1998 and 1999. gymer spending, business investment,

4. Attended portions of the meeting relating to
the Committee’s review of the economic outlook

and residential homebuilding, though

and consideration of its monetary and debt rangel€Maining robust, apparently also were

for 1998 and 1999.

decelerating somewhat after very strong
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gains in the first quarter; and the erosioryears as capacity grew at a faster rate
in net exports continued to damp dethan output.
mand for domestically produced goods. Total nominal retail sales posted large
Payroll employment persisted on agains in April and May. Sales were
brisk uptrend, but industrial productionstrong at automotive dealers in response
seemed likely to record only modest furto a sharp increase in incentives offered
ther expansion in the second quarteby the Big Three automakers. Sales
Labor markets remained tight, and theralso rose briskly at building material
were indications of some further accel-and supply outlets and at general mer-
eration in employment costs. Recenthandise, apparel, and furniture and
data on consumer prices were a littleappliance stores. Although the growth in
less favorable than they had been earlieeal outlays for services in April (latest
in the year. data available) was held down by a
Nonfarm payroll employment reg- small decline in purchases of energy
istered substantial increases in Aprikervices, the expansion of outlays for
and May despite further job losses imon-energy services remained brisk.
manufacturing. Construction payrollsSales of homes were very strong in
declined in May, but they were upApril and May, but housing starts and
sharply on balance over the April-Maybuilding permits declined slightly on
period following substantial gains ear-a seasonally adjusted basis from their
lier in the year. Employment increaseslevated first-quarter rates.
in service-producing industries, notably Available information suggested that
business services and retail and wholethe growth of business fixed investment
sale trade, continued to be robust. Thelowed somewhat in the second quarter
civilian unemployment rate stayed atfrom a very strong pace earlier in the
4.3 percent in May, and initial claimsyear. A deceleration in expenditures
for unemployment insurance remainedor producers’ durable equipment, after
low through mid-June, after taking intothe surge in purchases of computer and
account the onset of layoffs associatedommunications equipment in the first
with the strike at General Motors. quarter, apparently more than offset a
Industrial production picked up in pickup in spending on nonresidential
April and May after having changed structures. The recent upturn in building
little in the first quarter, but the strike activity was consistent with the contin-
at General Motors likely depresseduing indications of declining vacancy
industrial production substantially inrates and rising real estate prices, but
June. In manufacturing, the output ofavailable data on construction contracts
motor vehicles rose briskly on balancedid not point to further strength in non-
over April and May, and the productionresidential construction.
of computers and office equipment Business inventory investment
remained robust. Growth in the manu-slowed sharply in April from the extraor-
facture of materials slowed sharply, perdinarily rapid rate of accumulation in
haps reflecting the effects of reducedhe first quarter. In manufacturing,
exports to Asia. Output of utilities, stockbuilding picked up somewhat in
which continued to fluctuate widely, April from the first-quarter pace, but
changed little on balance over the April-with sales also rising, the stock—sales
May period. The rate of utilization of ratio remained at a very low level.
manufacturing capacity edged down inWholesale inventories declined sharply
May to its lowest level in more than two in April, primarily reflecting runoffs in
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stocks of motor vehicles; the inventory—-edged down in May and were little
sales ratio for the sector remained nearthanged on net over the twelve months
the upper end of its range over thesnded in May. Average hourly earnings
preceding twelve months. Retail inven-of production or nonsupervisory work-
tory accumulation slowed somewhat irers increased at a slightly faster rate
April, and the aggregate inventory—salesn balance over April and May. Mea-
ratio stayed close to the lower end of itssured on a year-over-year basis, average
range over the past year. hourly earnings accelerated further in
The nominal deficit on U.S. trade inthe year ended in May. The largest gains
goods and services widened further irwere in business services and finance,
April, as the value of exports declinedinsurance, and real estate, but marked
more than that of imports. Exports ofacceleration also was evident in whole-
aircraft and parts dropped sharply fronsale and retail trade. By contrast, gains
the first-quarter level, and exports ofin manufacturing had changed little over
industrial supplies decreased by lessdhe past three years.
amounts. Most of the decline in imports At its meeting on May 19, 1998, the
was in capital goods and automotiveCommittee adopted a directive that
products. Recent information suggestedalled for maintaining conditions in
a mixed economic performance amongeserve markets that would be consistent
the major foreign industrial countries.with the federal funds rate continuing
Economic activity in Japan contractedto average around¥ percent. In light
sharply in the first quarter after havingof concerns that growth in aggregate
declined slightly in the fourth quarter,demand might remain so strong relative
and many other economies in Asiao the expansion of the economy’s
remained quite weak. The Asian crisepotential that inflationary pressures
held down exports of the major Euro-would tend to be generated, the Com-
pean countries, partly offsetting themittee chose to retain an asymmetric
influence of strong domestic demand. directive tilted toward a possible firming
Consumer prices advanced at af reserve conditions and a higher fed-
slightly faster rate in May as an upturneral funds rate. The reserve conditions
in energy prices and a large increase iassociated with this directive were
food prices more than offset a slowerexpected to be consistent with consider-
rate of increase in the prices of nonfoodable moderation in the growth of M2
non-energy items. Core consumer priceand M3 over the months ahead.
accelerated during the three months Open market operations were directed
ended in May, largely reflecting higherthroughout the intermeeting period
tobacco prices and shelter costs. Nongeward maintaining the existing degree
theless, core consumer prices rose less pressure on reserve positions, and the
over the twelve months ended in Mayfederal funds rate averaged close to
than they had over the previous twelvehe intended level of % percent. Mar-
months. At the producer level, prices ofket participants interpreted the further
finished goods other than food andurmoil in financial markets in Asia
energy continued to rise at a subduednd emerging market economies else-
rate in May. For the twelve monthswhere as damping the outlook for U.S.
ended in May, core producer prices roseconomic growth and improving the
by a small amount after having changead¢hances that inflation would remain
little in the year-earlier period. At the low. While most short-term interest
intermediate level, core producer pricesates changed little on balance over the
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period, yields on longer-term Treasuryrobust. Households accumulated unusu-
securities, and to a lesser extent on prially large deposit balances to make hefty
vate debt instruments, declined somenonwithheld tax payments in April, and
what, at least partly reflecting a fur-these balances ran off in May as tax
ther flight to safety and quality from checks cleared; averaging through these
renewed turbulence in a number of forgyrations, the expansion of the broad
eign markets. Share prices in U.S. equitaggregates slowed on balance over
markets remained volatile, and changeApril and May, and preliminary data
in major indexes were mixed on balancesuggested further slowing in June.
over the intermeeting period. The growth of M3 remained a little
In foreign exchange markets, thefaster than that of M2, reflecting the
trade-weighted value of the dollar infurther progress made by institution-
terms of other major currencies contin-only money market funds in attracting
ued to increase through the middle otorporate cash-management business.
June, but it then retraced much of thaFor the year through June, both aggre-
rise, ending the intermeeting periodgates rose at rates well above the Com-
somewhat higher on balance. Thanittee’s ranges for the year. Expansion
recent fluctuations in the dollar’s trade-of total domestic nonfinancial debt
weighted value were largely accountedppeared to have moderated somewhat
for by movements in the Japanese yerafter picking up earlier in the year; the
which reached an eight-year low againsinoderation evidently reflected some
the dollar in the middle of June inslowing in the growth of business and
response to growing market pessimisnmousehold borrowing as well as pay-
about the prospects for a prompt resoludowns of federal debt made possible by
tion of Japan'’s financial sector problemgobust tax revenues.
and for economic recovery in that coun- The staff forecast prepared for this
try. The yen rebounded in mid-June inmeeting indicated that economic activ-
response to coordinated intervention byty would expand more slowly over the
the Japanese and U.S. governments bptojection period than it had in recent
soon renewed its downward drift, partlyyears. Moderation in business inventory
as a result of rising concerns that thenvestment would damp domestic pro-
Japanese government would not takduction as inventory accumulation was
prompt action to address weaknessdsrought into better balance with the
in the country’s banking sector and inexpected more moderate trajectory of
aggregate demand; the yen finished thnal sales. In addition, reduced growth
period substantially lower on balanceof foreign economic activity and the
The dollar changed little on net againstagged effects of the sizable earlier rise
the German mark and other continentaih the foreign exchange value of the
European currencies; declines in longdollar were anticipated to place substan-
term interest rates in those countriegial restraint on the demand for U.S.
generally matched the drop in yields orexports and to lead to further substitu-
comparable U.S. instruments. Againstion of imports for domestic products.
the backdrop of weakness in the yen, th&@he staff analysis suggested that the pro-
currencies of key emerging marketspective gains in income coupled with
economies, particularly some of those irthe run-up that had occurred in house-
Asia, fell further against the dollar. hold wealth would support further brisk,
Growth of M2 and M3 slowed in though gradually diminishing, increases
the second quarter but remained fairlyn consumer spending. Housing demand
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was expected to remain at a generallyeakness in that part of the world that
high level in the context of the persist-could spill over to other countries,
ing favorable cash flow affordability including the United States. On the
of home ownership, though the slowewpside, in the absence of strongly retard-
income growth anticipated over the pro-ng effects from developments in Asia,
jection period would damp homebuild-persistent strength in domestic final
ing somewhat. Growth in business fixeddemand might well add to inflationary
investment would gradually moderatepressures. Indeed, there were signs of
from the vigorous pace of the firstmodestly rising inflation in some recent
half of the year in response to smallemeasures of prices, though the rate of
increases in business sales and profit;flation was still relatively subdued.
Pressures on labor resources were likely In keeping with the practice at meet-
to diminish somewhat as the expansioings when the Committee sets its long-
of economic activity slowed, but under-run ranges for the money and debt
lying inflation was expected to pick aggregates, the members of the Commit-
up gradually as gains in compensatiotee and the Federal Reserve Bank presi-
increasingly outpaced improvements irdents not currently serving as members
productivity. provided individual projections of the
In the Committee’s discussion of cur-growth in real and nominal GDP, the
rent and prospective economic develrate of unemployment, and the rate of
opments, the members generally agreedflation for the years 1998 and 1999.
that the expansion in economic activityThe forecasts of the rate of expansion
was likely to be relatively moderate overin real GDP for 1998 as a whole had
coming quarters, and that such growtta central tendency of 3 to¥3 percent,
would be consistent with some limitedwhich implied some moderation over
increase in inflation from the currentthe second half from staff estimates at
unusually low level. The accumulationthe time of this meeting of the average
of business inventories, which untilrate of growth in the first and second
recently had added substantially to ecoquarters; for 1999 the forecasts pointed
nomic growth, was expected to continugo moderate growth and were centered
at a much lower and more sustainablen a range of 2 to & percent. These
pace. Moreover, the effects on the U.Sprojected rates of economic growth were
trade balance of the appreciated value aiccompanied by a very slight rise in the
the dollar and of economic weakness irtivilian rate of unemployment over the
several of the nation’s trading partnersiext eighteen months to still quite low
probably would hold down increasesrates centering on% to 4% percent in
in domestic output in coming quartersthe fourth quarter of 1999. With regard
Many of the members commented, howto the growth of nominal GDP, most of
ever, that the already substantial riskshe forecasts were in ranges o¥z4to
surrounding the economic outlook hadb percent for 1998 and¥ to 5 percent
increased on both sides of their forefor 1999. Projections of the rate of infla-
casts. On the downside, the greater riskion, as measured by the consumer price
focused on potential developments irindex, indicated a slightly faster rise
Asia. Financial and economic condi-over the second half of this year and in
tions in Asia had deteriorated in recentl999, largely because of expectations
months, and the members could not rul¢hat the plunge in energy prices earlier
out the possible emergence of evein the year would not be repeated. Spe-
greater financial turmoil and economiccifically, the projections converged on
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CPI inflation rates of ¥ to 2 percent as a result of the projected slowing in
for 1998 as a whole and 2 to¥2 per the expansion of final sales and business
centin 1999. profits and the absence of pressure on
In their review of developments in manufacturing capacity. With regard to
different parts of the country, Reservethe outlook for nonresidential construc-
Bank presidents reported high levels ofion, members reported that declining
business activity across the nation, butacancy rates and rising prices and rents
several also indicated that there weref office buildings and to some extent
signs of some slowing in the expansiorother commercial structures were foster-
of regional economic activity. With ing very high levels of construction
regard to the nation as a whole, memactivity in several areas. Moreover, there
bers noted that rising levels of employ-were indications that some construction
ment and incomes were continuing tgorojects were being delayed because of
foster solid growth in consumer spendscarcities of labor or construction mate-
ing, a development that was abetted byials. A number of members commented
the sharp increases that had occurred ihat some of the construction was being
household wealth as a consequence oihdertaken on a speculative basis and
the extended uptrend in stock markethat the strong pace of building activity
prices and to a lesser extent the apprecpointed to overbuilding in some areas.
ation of home prices. However, someOn the residential side, construction
anecdotal and other evidence suggestexttivity also displayed considerable
that retail sales had moderated in recergtrength across much of the country.
weeks in at least some areas; the modrhere were widespread anecdotal and
eration appeared to be only partly assosther reports of high levels of home
ciated with the work stoppage at Gensales and few reports of faltering hous-
eral Motors. The apparent deceleratioing demand. Favorable factors under-
in retail sales could prove to be tempo-girding current housing activity, includ-
rary, though some slowing in the growthing the robust growth in employment
of overall consumer spending over theand incomes, high wealth-to-income
forecast horizon, perhaps to a pace monatios, and very attractive terms on home
in line with the growth of disposable mortgages, seemed likely to continue to
income, was viewed as a reasonablbold housing construction close to cur-
expectation, especially with equity pricerent elevated levels.
gains of recent years unlikely to be Based on very partial data, business
repeated. inventory investment appeared to have
Business fixed investment remainednoderated considerably in the second
on a strong uptrend, buoyed by severajuarter from an unsustainable pace in
favorable factors. The latter included thehe first quarter, and some further reduc-
ready availability of debt and equitytions in inventory accumulation could
financing on relatively attractive terms,be expected over the balance of the year.
and opportunities to invest in high-techSeveral members commented, however,
equipment at lower prices to enhancehat despite the outsized rate of stock-
productivity and hold down labor costsbuilding early in the year, there were
in a period of very tight labor markets.no broad indications of an inventory
While these factors were expected t@mverhang, whether from the standpoint
support appreciable further expansion imf inventory—sales ratios or anecdotal
business investment, growth in demanéxpressions of concern. Against this
for capital goods was likely to diminish background, many of the members saw
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little reason to anticipate a further siz-should they become evident, would be a
able drop in nonfarm inventory invest-matter of growing concern. Reflecting
ment, though the performance of thisvery tight labor markets, the rate of
sector of the economy was always subincrease in labor compensation had been
ject to a high degree of uncertainty. on an uptrend, but the rise in unit labor
With regard to the external sector ofcosts and overall unit product costs had
the economy, the recent deterioration obeen held down to a very modest pace
conditions in Japan and several emerddy gains in productivity. At some point,
ing economies in Asia and the relatechowever the advance in labor compensa-
effects on other countries around theion would exceed likely improvements
world were adding significantly to thein productivity by an increasing margin
uncertainties facing the U.S. economyunless the expansion in overall demand,
Members commented that it was tocand hence in labor demand, moderated
soon to judge the eventual extent angignificantly. Members cited greater,
duration of the turmoil in Asia and its albeit still occasional, indications of
spillover to other nations, but severaheightened worker demands in labor
suggested that the consequences wenegotiations that likely were encouraged
likely to be more severe and longer lastin part by ample job opportunities. Any
ing than they had anticipated earliertendency for faster increases in labor
Moreover, there seemed to be a vergosts to feed through to price inflation
small but growing possibility of marked was likely to be reinforced for a time by
and spreading weakness that might havihe unwinding of a number of special
a more major effect on U.S. financialfactors that had tended to hold inflation
markets and the U.S. economy. One keglown, including the decline in energy
to an improvement in the outlook for prices in recent quarters and the dollar’s
Asia was the adoption of appropriateappreciation during 1997. Moreover, a
policies by Japan, but very difficult rise in inflation would tend to erode
political as well as economic problemscurrently favorable inflation expecta-
clearly were involved for that nation andtions and lead workers to demand higher
their resolution might well require annominal compensation. Nonetheless,
extended period of internal delibera-questions could be raised about how rap-
tions. From the standpoint of the Unitedidly and to what extent the effects of
States, the Asian crisis and its repercudight labor markets would show through
sions around the world obviously wereto higher labor compensation and over-
deepening the nation’s trade deficit, buall producer costs and in turn how
other effects such as those on U.S. inteiquickly the latter would induce signifi-
est rates and prices in world commoditycantly faster increases in prices. Very
markets, notably oil, were boostingcompetitive domestic and international
domestic demand and tended to havmarkets for a wide range of products
a moderating near-term influence oralong with reduced prices of oil, other
inflation. commodities, and imports more gener-
With regard to the outlook for prices ally could well keep inflation in check
and wages, members observed that sonier some time. It was noted in this
key measures of price inflation had disregard that members had tended in
played a modest uptilt recently. Thougtrecent years to anticipate greater infla-
overall price inflation had remained sub+ion than had materialized.
dued when viewed over a longer hori- In keeping with the requirements of
zon, signs of a continuing accelerationthe Full Employment and Balanced



Minutes of FOMC Meetings, June—Jul\t61

Growth Act of 1978 (the Humphrey— and sustained economic growth, assum-
Hawkins Act), the Committee at thising behavior of velocity in line with
meeting reviewed the ranges for growthhistorical experience. Reaffirming the
of the monetary and debt aggregates thaurrent ranges for 1998 and extend-
it had established in February for 1998ng them to 1999 would thus underscore
and also decided on tentative ranges fahe Committee’s commitment to a pol-
those aggregates in 1999. The currenity of achieving price stability over
ranges for the period from the fourthtime. In the view of a few members, the
quarter of 1997 to the fourth quarter ofCommittee should consider adopting
1998 were unchanged from the rangesanges centered on its expectations
for other recent years and includedor growth of the monetary aggregates
expansion of 1 to 5 percent for M2 andin the future, but only if the members
2 to 6 percent for M3. An unchangedbecame more confident about the rela-
range of 3 to 7 percent also was set itionship between the growth of money
February for growth of total domesticand measures of aggregate economic
nonfinancial debt in 1998. performance and undertook to give
All the members favored or could more weight to the growth of the broad
support the retention of the currentmonetary aggregates in setting mone-
ranges for this year and their extensioniary policy. Some members noted that
on a provisional basis to 1999. Theyretention of the current monetary ranges
took note of a staff projection thatoriented toward price stability did
indicated that, given the Committee’snot preclude greater use of the aggre-
expectations for the performance of theates in assessing overall financial con-
economy and prices and assuming nditions and the formulation of mone-
major changes in interest rates, growthary policy. The Committee agreed
of M2 and M3 probably would exceedthat the current range for nonfinancial
the current ranges in 1998 and decline tdebt for 1998 should be left unchanged
a little below the upper end of thoseand that the same range should be
ranges in 1999. Both M2 and M3 hadextended to 1999. The current range
grown unusually quickly relative to readily encompassed the growth rate
spending in the first half of the year. Theseen likely to be associated with the
staff analysis suggested that some of thmembers’ forecasts for economic activ-
forces that might have been responsibléy and prices.
for this decline in velocity would abate, At the conclusion of this discussion,
and the projections anticipated that thehe Committee voted to reaffirm the
velocity of M2 would be roughly in line ranges for growth of M2, M3, and total
with historical experience before thedomestic nonfinancial debt that it had
early 1990s, as it had been, on balancestablished in February for 1998 and
for several years. to extend those ranges on a tentative
In their discussion of the choice ofbasis to 1999. In keeping with its
ranges for growth of M2 and M3 in usual procedure under the Humphrey—
1998 and 1999, the members agreed thatawkins Act, the Committee would
those ranges should not reflect forecasteview its preliminary ranges for 1999
of money growth under anticipatedearly next year. Accordingly, the Com-
economic and financial conditions, butmittee voted to incorporate the fol-
instead should be viewed as anchorbwing statement regarding the 1998
or benchmarks for money growth thatand 1999 ranges in its domestic policy
would be associated with price stabilitydirective:
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The Federal Open Market Commit-any softening in domestic final demand.
tee seeks monetary and financial conditiongjoreover, the persistence of accommo-

that will foster price stability and promote ; : ; e :
sustainable growth in output. In further. dative financial conditions, as evidenced

ance of these objectives, the Committe®Y the ample availability of financing on
reaffirmed at this meeting the ranges it hadavorable terms to business and house-

established in February for growth of M2hold borrowers and by robust monetary
and M3 of 1 to 5 percent and 2 to 6 percengrowth, might well continue to support

respectively, measured from the fourth quars ; ; ;
ter of 1997 to the fourth quarter of 1998. Ther(_:‘lat“/(-:‘Iy strong domestic spending. As

range for growth of total domestic non-& consequence, many of the members
financial debt was maintained at 3 to 7 per€Xpressed concern that the expansion in
cent for the year. For 1999, the Committeedemand might continue at a fast enough
agreed on tentative ranges for monetarPace to raise pressures on wages and
growth, measured from the fourth quarter Olyrices over time. Nonetheless, the sub-

égge%ggnihf%rfﬁjzrtgn%ugrfgrsogelrgggt' f%fr bg’stantial uncertainties relating to prospec-

The Committee provisionally set the associlive developments argued, as they had at
ated range for growth of total domestic nonfecent meetings, in favor of a cautious
financial debt at 3 to 7 percent for 1999. Theé'wait and see” policy stance.

behavior of the monetary aggregates will Another important reason for defer-

continue to be evaluated in the light of ; ; ; ; }
progress toward price level stability, move- 'N9g any policy action was that a tighten

ments in their velocities, and developmentd"d move would involve the risk of
in the economy and financial markets. outsized reactions and consequent desta-

bilizing effects on financial markets in
Votes for this action: Messrs. Green-the growing number of countries abroad
span, McDonough, Ferguson, Gramlichy,at"\vere experiencing severe financial
Hoenig, Jordan, Kelley, Meyer, Ms. Mine- diffi . . L
han, Mr. Poole, and Ms. Rivlin. Votes ifficulties. It was not possible to antici-
against this action: None. pate preCisely what those effects mlght
be, but the risks seemed to be particu-
In the Committee’s discussion of pol-larly high at this time. To be sure, U.S.
icy for the intermeeting period ahead, allmonetary policy had to be set ultimately
but one of the members indicated thabn the basis of the needs of the U.S.
they could support an unchanged policeconomy, but recognition had to be
stance and retention of the current tiligiven to the feedback of developments
toward possible tightening in the direc-abroad on the domestic economy. Those
tive. Although recent developments hadepercussions could be quite severe in
increased both the upside and the dowrthe event of further sizable economic
side uncertainties in the economic outand financial disturbances in some of
look, most of the members felt that thethe nation’s important trading partners.
risks continued to point on balanceMany members concluded that because
toward rising inflation. While the avail- there did not seem to be any urgency to
able evidence suggested that the ecaighten current policy for domestic rea-
nomic expansion had in fact slowed consons, given the likelihood that inflation
siderably in the second quarter, largelyould remain subdued for a while,
because of reduced inventory accumulamportant weight should be given to
tion against the backdrop of weaknesgpotential reactions abroad. A number of
in the foreign trade sector, the retardinghese members emphasized, however,
effects of those factors were seen athat they continued to see a high prob-
likely to wane over coming quarters andability that some tightening of monetary
there were only limited indications of policy would be needed later to curb
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rising inflationary pressures. Accord-instructed otherwise by the Committee,
ingly, they believed that the Committeeto execute transactions in the System
should take advantage of any earlyAccount in accordance with the follow-

opportunity to tighten policy in order ing domestic policy directive:

to improve the prospects of containing

inflation and prolonging the economic The information reviewed at this meet-

expansion. One member was persuadet!d suggests that the expansion in eco-

however, that such a policy move should’omic activity has slowed considerably after
! a very rapid advance in the first quarter.

be implemented at this meeting in ordefonfarm payroll employment  registered
to avert the need for a stronger ancnother substantial increase in May, and the
probably more disruptive policy adjust-civilian unemployment rate was unchanged

ment that would be needed later to headt 4.3 percent. Industrial output picked up
off rising inflation. in recent months after weakening early this

. . ear; however, a strike at General Motors
Given th"?‘t _the bal_ance_of r|_sks wa ikely depressed output substantially in June.
seen as pointing to rising inflation overajthough retail sales posted large gains in
time, the members agreed that it wagpril and May, overall consumer spending
desirable to retain the tilt towardappears to have grown less rapidly in the
restraint in the directive. Such a tiltSecond quarter than in the first. Residential

. sales have remained exceptionally strong,
would continue to underscore the Comy ¢ housing starts and building permits

mittee’s commitment to its 10Ng-run gjipped back in the spring, on a seasonally
objective of price stability and its view adjusted basis, from a sharply increased first-
of the likely direction of the next policy quarter level. Available indicators suggest
move. that growth of business fixed investment also

: ; IS slowing after a surge earlier in the year.

.At thg conclusion of the Committee sBusiness inventory accumulation appears to
discussion, all but one of the membergaye moderated in April from an extraor-
accepted a directive that called for maindinarily rapid rate in the first quarter. The
taining conditions in reserve marketsiominal deficit on U.S. trade in goods and
that were consistent with an unchangegervices continued to widen in April. Devel-

federal funds rate of aboutys percent OPments in the food and energy sectors con-
d that tained bias t d th tributed to a slightly faster advance in con-
an at contained a bias towar Qumer prices in May.

possible firming of reserve conditions Most short-term interest rates have
and a higher federal funds rate. Accordehanged little since the meeting on May 19,
ingly, in the context of the Committee’s but longer-term rates have declined some-
long-run objectives for price stability what. Share prices in U.S. equity markets

. . mained volatile and changes in major
and sustainable economic growth, an{ﬁdexes were mixed on balance over the

giving careful consideration to eco-jntermeeting period. In foreign exchange
nomic, financial, and monetary devel-markets, the trade-weighted value of the dol-
opments, the Committee decided thalar rose sharply through mid-June in terms
a somewhat higher federal funds rat®f other major currencies, declined more

; recently, but is up somewhat on net since the
would be acceptable or a slightly IOWerMay meeting; the fluctuations in the average

federal funds rate might be acceptablGaie of the dollar in terms of these major
during the intermeeting period. Thecurrencies were largely related to move-
reserve conditions contemplated at thisnents against the Japanese yen. The dollar
meeting were expected to be consisteftas risen further against the currencies of

with moderate growth in M2 and M3 key emerging market economies, particu-
larly some of those in Asia.

over the months ahead. Growth of M2 and M3 slowed in the
The Federal Reserve Bank of Newsecond quarter, but remained fairly robust.
York was authorized and directed, untilFor the year through June, both aggregates
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rose at rates well above the Committee’sn the recent sharp increase in imports

ranges for the year. Expansion of totalgnd rising trade deficits. As U.S. output
domestic nonfinancial debt appears to hav

‘ “'growth slows significantly from the
tmhgcileer;lrt.ed somewhat after a pickup earlleru?apid pace of 1997 and early 1998, it

The Federal Open Market CommitteeWill be essential that domestic demand
seeks monetary and financial conditions thaalso slow. The very welcome progress
will foster price stability and promote sus-toward eliminating inflation in recent
:ﬁgaeb'gb?erg}’i"\}gs'” tﬁgt%éh:”mi‘;‘tje”eh?g?ﬁfm%f ears has contributed to the outstanding
at this meeting the ranges it had estabnsh%erform_ance of the economy. Allowing
in February for growth of M2 and M3 of 1 to domestic demand to continue to exceed
5 percent and 2 to 6 percent respectivelydomestic production would run the risk
measured from the fourth quarter of 199%hat corrosive effects of rising inflation

to the fourth quarter of 1998. The range foryould undermine future growth pros-
growth of total domestic nonfinancial debt

was maintained at 3 to 7 percent for the yeaPeCtS' Furthermore, the_ _resultant trade
For 1999, the Committee agreed on tentativ@d current account deficits would have
ranges for monetary growth, measured fronio be matched by ever larger inflows
the fourth quarter of 1998 to the fourth quar-of foreign capital. Modest monetary
ter of 1999, of 1 to 5 percent for M2 and 2 torestraint at this time might prevent either
6 percent for M3. The Committee provnsmn-{he buildup of inflationary imbalances

ally set the associated range for growth o h Id I . f
total domestic nonfinancial debt at 3 to 7 per{Nat would eventually necessitate future

cent for 1999. The behavior of the monetanyPolicy restraint or unsustainable capital
aggregates will continue to be evaluatedlows. In either case an economic con-
in the light of progress toward price leveltraction might become unavoidable.

stability, movements in their velocities, and The meeting adjourned at 12:40 p.m
developments in the economy and financial ' o

markets.
In the implementation of policy for the Donald L. Kohn
immediate future, the Committee seeks con- Secretary

ditions in reserve markets consistent with

maintaining the federal funds rate at an aver-

age of around % percent. In the context .

of the Committee’s long-run objectives for Meeting Held on

price stability and sustainable economicAugust 18, 1998

growth, and giving careful consideration to )

economic, financial, and monetary developA meeting of the Federal Open Market
ments, a somewhat higher federal funds rat€ommittee was held in the offices of the
would or a slightly lower federal funds rate Board of Governors of the Federal

might be acceptable in the intermeetin ; :
period. The contemplated reserve conditior%?eserve System in Washington, D.C.,

are expected to be consistent with moderaf@N _Tuesday, August 18, 1998, at
growth in M2 and M3 over coming months. 9:00 a.m.

Votes for this action: Messrs. Green-Present:
span, McDonough, Ferguson, Gramlich, Mr. Greenspan, Chairman

Hoenig, Kelley, Meyer, Ms. Minehan, Mr. McDonough, Vice Chairman
Mr. Poole, and Ms. Rivlin. Votes against Mr. Ferguson
this action: Mr. Jordan. Mr. Gramlich
Mr. Hoenig
Mr. Jordan dissented because he m: &%rl?ef;“
believed that the unsustainably rapid M. Meyer

growth of domestic demand—fueled by s Minehan
the acceleration of money and credit  Mr. Poole
growth in the past year—was reflected  Ms. Rivlin
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Messrs. Boehne, McTeer, Moskow, and

Stern, Alternate Members of the
Federal Open Market Committee

Messrs. Guynn and Parry, Presidents
of the Federal Reserve Banks of
Atlanta and San Francisco
respectively

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

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

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

Mr. Truman, Economist

Messrs. Cecchetti, Dewald, Hakkio,
Lindsey, Simpson, Sniderman, an
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. Hooper and Ms. Johnson,
Associate Directors, Division
of International Finance,

Board of Governors

Mr. Reinhart, Deputy Associate
Director, Division of Monetary

Affairs, Board of Governors

Mr. Struckmeyer, Assistant Director,
Division of Research and
Statistics, Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary

Affairs, Board of Governors

Ms. Strand and Mr. Varvel, First Vice
Presidents, Federal Reserve Bank
of Minneapolis and Richmond

respectively

d

Messrs. Beebe, Goodfriend, and
Rosenblum, Senior Vice
Presidents, Federal Reserve Banks
of San Francisco, Richmond, and
Dallas respectively

Messrs. Bolwell, King, Kopcke, Meyer,
and Sullivan, Vice Presidents,
Federal Reserve Banks of
New York, Atlanta, Boston,
Philadelphia, and Chicago
respectively

Mr. Weber, Senior Research Officer,
Federal Reserve Bank of
Minneapolis

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on June 30-July 1,
1998, were approved.

The Manager of the System Open
Market Account reported on develop-
ments in foreign exchange markets
during the period since the previous
meeting. There were no open market
operations in foreign currencies for
the System'’s 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
July 1, 1998, through August 17, 1998.
By unanimous vote, the Committee rati-
fied 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
directive that was approved by the Com-
mittee and issued to the Federal Reserve
Bank of New York.
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The information reviewed at this Total nominal retail sales fell in July
meeting suggested that domestic finakfter having risen at a rapid pace in the
demand continued to expand at a robudirst half of the year. A sharp contraction
pace. However, increases in consumen spending for motor vehicles, reflect-
spending and business investmening the termination at midyear of sales
seemed to be moderating somewhancentives offered by the Big Three
after very large gains earlier in the yearautomakers and shrinking inventories at
and inventory investment had slowedGM dealers, more than accounted for
markedly. Net exports remained weak aghe drop in July. Non-auto-related out-
a result of the persisting turmoil in Asianlays continued on a robust upward trend,
economies. The strike at General Motorsvith gains evident in all major cate-
had damped overall economic activitygories. Sales increases were particularly
temporarily, but total payroll employ- large at furniture and appliance stores
ment continued to trend upward, andand apparel outlets. In the housing sec-
labor markets remained extremely tighttor, both demand and construction activ-
Despite the pressures on labor resourceisy remained strong. Starts of single-
trends in wages and prices had remainef@mily units edged down in May but
stable in recent months. rebounded in June. Sales of new homes

Nonfarm payroll employment ex- were at an all-time high in June, and
panded further in July even thoughsales of existing homes were only a
manufacturing payrolls plunged in assotittle below the record level reached in
ciation with the General Motors strike; March of this year. With sales robust,
job growth remained strong in mostthe inventory of unsold new homes
nonmanufacturing sectors. Constructiomemained low.
employment continued to increase at Growth of business fixed investment
about the brisk pace recorded over thelowed in the second quarter as the
first half of the year, and hiring in retail pace of business spending for durable
trade surged. The expansion of jobs irrquipment moderated considerably
the services industry slowed considerfrom the exceptionally strong rate of
ably in July, but this partly reflected aearlier in the year. Nonetheless, out-
decline in temporary help jobs relatedays for computer and communications
to the GM strike. The civilian unem- equipment continued to expand rapidly
ployment rate was unchanged in July ain the second quarter, and purchases
4.5 percent. of other capital goods rose briskly.

Industrial production declined consid-Available information suggested that
erably in June and July. Abstractinggrowth in business spending on capi-
from the effects of the GM strike, manu-tal goods likely would slow further
facturing output fell slightly over the in the months ahead. In contrast to
June-July period after having recordedhe strength in equipment spending,
moderate gains on average in earlieexpenditures on nonresidential building
months of the year; production of busi-declined further in the second quarter,
ness equipment expanded briskly irand available indicators pointed to a
June and July, while the output of con-mixed outlook for this sector in coming
sumer goods and materials weakenedanonths.

The rate of utilization of manufacturing Business inventory  investment
capacity was down appreciably in Juneslowed sharply in the second quarter,
and July, mostly reflecting the effects ofowing in substantial measure to a runoff
the GM strike. of motor vehicle inventories at the
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wholesale and retail levels. In manufac- Price and wage inflation had remained
turing, stockbuilding slowed somewhatrelatively stable in recent months. Both
in the second quarter, and the stockthe overall CPl and the CPI excluding
shipments ratio at the end of the quartefood and energy items rose slightly on
remained close to the low level that hadalance in June and July; a small rise in
prevailed over the past year. Wholesaléood prices offset a noticeable decline
inventories changed little on balance irin energy prices over the two-month
the second quarter as a sizable declingeriod. For the twelve months ended
in motor vehicle stocks offset a buildupin July, the core CPI registered a slightly
of non-auto durable goods; in June, thamaller increase than it had in the year-
aggregate inventory—sales ratio for thigarlier period, partly reflecting lower
sector was at the upper end of its narrovprices for new motor vehicles. Producer
range for the past year. At the retailprices of finished goods changed little
level, a drop in inventories of motoron balance in June and July; a sizable
vehicles in the second quarter moralrop in the prices of energy products
than offset a small increase in stock®ver the June-July period more than
at non-auto retailers, and the aggregateffset a modest rise in core producer
inventory—sales ratio in June was a littleprices. For the year ended in July, core
below the lower end of its range for theproducer prices rose somewhat more
past year. than in the year-earlier period, reflecting
The nominal deficit on U.S. trade inlarger increases in the prices of finished
goods and services widened substarconsumer goods. Hourly compensation
tially further in the second quarter; theof private industry workers rose in the
value of exports of goods and servicesecond quarter at about the average rate
declined for a second straight quarterfor the previous two quarters. For the
while the value of imports continued toyear ended in June, however, hourly
rise, though at a somewhat reducedompensation picked up significantly
pace. Much of the decline in exports infrom the vyear-earlier period; the
the second quarter was in capital goodsscceleration in compensation was evi-
but there also were noticeable decreaselent in wages and salaries and in
in most other major trade categoriesbenefits.
The increase in imports was concen- At its meeting on June 30-July 1,
trated in imported consumer goods, aird998, the Committee adopted a direc-
craft, and steel. Economic activity intive that called for maintaining con-
most of the major foreign industrial ditions in reserve markets that would
countries continued to expand, thougtbe consistent with the federal funds
at a slower rate, in the second quarterate continuing to average around
In Japan, however, economic activity5¥> percent. With the balance of risks
appeared to have contracted sharply fuistill pointing to the possibility of rising
ther in the second quarter. In most otheinflation over time, the Committee
Asian economies, currencies and equitghose to retain an asymmetric direc-
prices were under downward pressurdjve tilted toward a possible firming
and in Russia, asset values plummetedf reserve conditions and a higher fed-
in often disorderly markets. Riskeral funds rate. The reserve conditions
spreads on dollar-denominated debassociated with this directive were ex-
widened substantially, not only in Rus-pected to be consistent with moderate
sia but for Latin American issuers asgrowth in M2 and M3 over the months
well. ahead.



168 85th Annual Report, 1998

Open market operations were directed After having expanded briskly in the
throughout the period since the meetingecond quarter, M2 grew at a somewhat
on June 30-July 1 toward maintain-more moderate rate in July, and M3
ing the existing degree of pressurehanged little. The deceleration in M2
on reserve positions, and the federaleflected reduced inflows to retail money
funds rate averaged a little above thenarket funds. The halt in the growth of
intended level of % percent. Most M3 was associated with a sharp runoff
other interest rates fell slightly on bal-of large time deposits and outflows from
ance over the intermeeting period ininstitution-only money market funds
response to market assessments thtiiggered by a temporary spike in inter-
worsening conditions in Asia, Latin est rates on market instruments around
America, and Russia portended slowequarter-end. For the year through July,
growth in U.S. output and inflation both aggregates rose at rates well above
over an extended period ahead. Dethe Committee’s ranges for the year.
clines in Treasury yields also reflectedExpansion of total domestic nonfinan-
a continuing flight toward safety andcial debt appeared to have moderated
quality from the persisting turbulencesomewhat in recent months after a
in foreign markets. In an atmospherepickup earlier in the year.
of increasing concerns about the pros- The staff forecast prepared for this
pects for corporate earnings, shareneeting indicated that economic activ-
prices in U.S. equity markets remainedty would expand through 1999 at a pace
volatile and major indexes declinedsomewhat below the estimated growth
appreciably on balance over the interof the economy’s potential. Reduced
meeting period. growth of foreign economic activity and

In foreign exchange markets, thethe lagged effects of the sizable earlier
trade-weighted value of the dollar roseise in the foreign exchange value of the
somewhat further over the intermeetinglollar were anticipated to place substan-
period in relation to other major curren-tial restraint on the demand for U.S.
cies. The dollar changed little againsexports and to lead to further substitu-
the continental European currencies, buton of imports for domestic products.
it moved up strongly against the JapaMoreover, additional moderation in
nese yen and, to a lesser extent, thieusiness inventory investment would
Canadian dollar. The dollar's rise indamp domestic production as inventory
terms of the yen reflected spreading pessccumulation was brought into better
simism regarding the Japanese goverrbalance with the forecast of a more
ment's ability to redress the problemsmoderate trajectory of final sales. The
of its troubled banking system and pro-staff analysis suggested that the prospec-
vide fiscal stimulus adequate to turn itdive gains in income coupled with the
economy around. The dollar’s advancesarlier run-up in household wealth
against the Canadian dollar occurreavould support further brisk, though
in the context of continuing weaknessgradually diminishing, gains in con-
in global commodity prices that wassumer spending. Housing demand was
weighing down that currency. The dollarexpected to remain relatively strong in
also appreciated slightly in terms of anthe context of the persisting favorable
index of the currencies of the develop-cash flow affordability of home owner-
ing countries of Latin America and Asiaship, though the slower income growth
that are important trading partners of theanticipated over the projection period
United States. would damp homebuilding somewhat.
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Growth in business fixed investmentmajor source of uncertainty. The contin-
would gradually moderate from the vig-ued rapid decline in net exports during
orous pace of the first half of the yearthe first half of the year largely seemed
in response to smaller increases ito reflect the further financial unsettle-
business sales and profits. Pressures oment and a deeper contraction in Asian
labor resources were likely to dimin-economies than had been anticipated
ish somewhat as the expansion of eccearlier, and several members com-
nomic activity slowed, but inflation was mented that they saw little evidence that
expected to pick up gradually as a resultinancial and economic conditions in
of an anticipated reversal of some of théAsia were stabilizing. Indeed, such con-
decline in energy prices this yeatr. ditions appeared to be worsening further
In the Committee’s discussion of cur-in some Asian nations, and other coun-
rent and prospective economic conditries had been affected by the associated
tions, members focused on the disparat@eakening in the demand for commodi-
forces that continued to shape trendfes and the more risk-averse attitudes
in economic activity, notably the persis-of investors. Anecdotal reports at this
tence of considerable strength in privateneeting suggested that the impact on
domestic spending and the dampinghe domestic economy was being felt by
influences stemming from foreign eco-manufacturing firms in several indus-
nomic developments. The latter seemetties, although some firms also reported
likely to be larger than previously antici- that declining exports to Asia were
pated as financial turmoil in somebeing offset at least in part by rising
foreign economies had deepened anexports to other areas of the world.
spread and currently showed few signsooking ahead, the members agreed that
of stabilizing. Moreover, equity pricesthe duration and extent of disruptions
and risk spreads in U.S. financial marin Asian and other economies could not
kets were beginning to be adverselype anticipated with any degree of con-
affected, potentially slowing domesticfidence; while net exports were not
demand. The members generally anticiexpected to decline as rapidly as they
pated somewhat more moderate growthad in the first half of the year, even
than they had in their previous forecastsmore serious disruptions in Asia could
with prospective expansion at a paceot be ruled out and would have impor-
near or somewhat below the growthtant implications for the U.S. economy.
of the economy’s potential. Nonethe- In their review of developments in
less, they remained concerned about tHeey expenditure sectors of the domestic
potential for higher inflation, given the economy, members observed that over
widespread tightness in labor marketshe first half of the year the strength in
and an upward tilt in the rise of labordomestic final demand, notably in the
compensation. For the present, howeveconsumer and business investment sec-
inflation remained subdued, and it wadors, had more than offset the negative
likely to remain relatively low for some effects of developments in the foreign
time in light of the weakness in com-sector and other factors. In the consumer
modity and other import prices and thesector, the outlook for further sizable
tendency for low current inflation to increases in spending was buttressed by
hold down expected price increases. unusually favorable underlying factors,
Among the factors bearing on the outincluding solid ongoing gains in em-
look for domestic economic activity, the ployment and incomes and substantial
members viewed the external sector asfarther increases in household net worth



170 85th Annual Report, 1998

this year. A pause in the robust gaingor construction activity more generally,
in retail sales in early summer washomebuilding continued to be restrained
accounted for in part by limited inven-in a number of areas by limits on the
tories of new motor vehicles associatecvailability of labor and other inputs.
with the now-settled GM strike. While a The housing market clearly was bene-
variety of factors pointed to sustainedfiting from strong gains in house-
growth in consumer spending, a lesiold incomes, high levels of household
ebullient stock market, should it persistwealth, and very attractive financing
would foster more moderate expansiorcosts. There were few indications of any
in consumer spending, perhaps at a pagaoderation in this sector of the econ-
more in line with the rise in consumeromy. Even so, some slowing was antici-
incomes, or at an even slower pace ipated, at least after current construction
consumer confidence were adverselpacklogs were satisfied, in response to
affected by developments in financialthe projected slowing in employment
markets. growth and the high level of the housing
Business fixed investment alsostock.
seemed to be on a solid upward trajec- Currently available data indicated that
tory, though some slowing in the growththe pace of inventory accumulation had
of business investment spending wamoderated substantially in the second
anticipated in response to a projectedjuarter. Nonetheless, the rate of non-
deceleration in overall business outpuuto inventory investment in the spring
and weaker business profits. Memberstill appeared to have exceeded a pace
continued to cite anecdotal evidence ofhat was consistent with sustainable
very strong construction activity in growth in sales. Anecdotal reports at
many parts of the country, includingthis meeting pointed to a somewhat
indications that building projects weremixed picture with regard to desired
being delayed because of shortages afiventory levels, including examples of
labor and some construction materialshoth overstocking and shortages. Look-
In other parts of the country, buildinging ahead and apart from short-run fluc-
activity remained at a high level buttuations, inventories were not expected
seemed to have moderated somewhab add to demand over coming quar-
Business spending for various types ofers, at least after the restocking of
high-tech equipment had surged to amotor vehicles by General Motors was
undoubtedly unsustainable pace in theompleted.
first half of the year. Against this back- In the Committee’s discussion of the
ground, several members referred toutlook for wages and prices, members
emerging signs of slightly more cau-commented that the rate of inflation in
tious attitudes among their businesgonsumer prices was difficult to char-
contacts, in many cases the result oécterize with precision because alterna-
concerns about developments in Asiative price indexes provided different
On balance, diminishing momentum inmeasurement results; in particular, chain
business investment appeared to be grice indexes for consumption expendi-
likely prospect, but the ample availabil-tures showed substantially less inflation
ity of financing on favorable termsthan the CPI. Even so, it was clear on
would continue to support this sector. the basis of any measure that consumer
In the housing sector, constructionprices and inflation more generally had
activity remained at a high level in mostremained remarkably subdued in the
parts of the nation and, as was the caseontext of very tight labor markets and
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upward pressure on labor compensatiomight also intensify upward pressures
And whatever the explanation, it seemean labor costs. On balance, while the
that the economy had been less prone tisks of an overheating economy and
rising inflation than it had been histori-rising price inflation might have faded
cally under similarly tight labor market to some degree, many of the members
conditions. The members acknowledgedontinued to emphasize that the Com-
that a number of special factors weramittee could not ignore those risks in its
contributing to the relatively benign policy formulation.
inflation climate. Those factors included In the Committee’s discussion of pol-
the appreciation of the dollar; declinesicy for the intermeeting period ahead, all
in many commaodity prices, notably thatbut one of the members agreed on the
of oil; ample industrial capacity; and desirability of maintaining a steady pol-
evidently diminished inflation expec-icy stance. The overall performance of
tations. Moreover, substantial gains irthe economy remained highly satisfac-
productivity were muting the effects of tory. While inflation risks were still a
rising labor compensation on unit costsconcern, given the high level of output
and vigorous competition in numerousand strong domestic demand, the uncer-
markets was continuing to make it verytainties bearing on the economic out-
difficult or impossible for business firmslook remained substantial, and indeed
to raise their prices to cover rising costshe risks on the downside seemed
or enhance profit margins. Against thigo have increased appreciably further.
backdrop, members remained persuadedn balance, domestic economic and
that a significant rise in price inflation financial conditions had not changed
was not likely to occur in the nearersufficiently during the intermeeting
term. period to warrant an adjustment to pol-
Looking further ahead, however, theicy. With regard to the current uncertain-
members generally agreed that risingies in the economic outlook, members
price inflation remained an importantemphasized that the extent and ultimate
threat. Significant additional tighteningeffects of the apparently spreading fra-
in labor markets would, of course, exacqgility in foreign financial markets and
erbate that risk, but even at current leveconomies on U.S. financial and eco-
els these markets were tight and at someomic conditions were unknown. In
point labor costs could increase morehese circumstances, nearly all the mem-
rapidly, pressing on prices. Moreoverpers believed that a cautious wait-and-
the effects of some of the factors holdsee approach to policy seemed appro-
ing down inflation seemed likely to priate to allow the Committee time to
wane, and possibly to reverse, over timeassess the course of events and the inter-
The latter included the effects of theplay of the divergent forces bearing on
dollar’'s appreciation on the prices ofthe performance of the economy. In this
imports and competing domestic prod+egard it was noted that while domestic
ucts, a possible upturn in energy pricedinancial conditions remained generally
and perhaps other commodity prices aaccommodative, recent developments
foreign economies stabilized, and fastein foreign exchange and domestic finan-
increases in the costs of worker benefitgiial markets had tended on balance to
notably those related to health care. Thdecrease some of the stimulative effects
apparently greater willingness of laborof financial conditions on aggregate
unions to press for higher wages andlemand in the United States by shifting
other benefits in very tight labor marketsdemand overseas, increasing somewhat
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the cost of raising capital, and reducingion, shared by the other members, that
the financial wealth of households.policy would not need to be changed
However, a few members expresseduring the intermeeting period ahead.
concern about the potentially inflation- At the conclusion of the Committee’s
ary implications of relatively rapid discussion, all but one of the members
growth in key monetary aggregatesvere in favor of retaining a directive
over the past year, though such growtlthat called for maintaining conditions
appeared to have moderated recentlyn reserve markets that were consistent
And in the view of one of these mem-with an unchanged federal funds rate of
bers, the trend in monetary growth alongbout 32 percent. Most also indicated
with indications of rising speculative that they could support a shift to a direc-
imbalances and excesses in various mative that did not include a presumption
kets for financial and nonfinancial assetabout the likely direction of any adjust-
called for a prompt firming of monetary ments to policy during the intermeeting
policy. period. Accordingly, in the context of
While overall economic conditions the Committee’s long-run objectives for
had not changed enough in recent weekzice stability and sustainable economic
to warrant an adjustment in policy, agrowth, and giving careful consideration
majority of the members agreed that théo economic, financial, and monetary
risks to the economic outlook were nowdevelopments, the Committee decided
more balanced and called for a shifthat slightly greater or slightly lesser
from asymmetry to symmetry in thereserve restraint would be acceptable
Committee’s directive. Such a directiveduring the intermeeting period. The
would better represent their view thatreserve conditions contemplated at this
the Committee’s next policy move couldmeeting were expected to be consistent
be in either direction depending onwith moderate growth in M2 and M3
developments abroad and their interever coming months.
action with a domestic economy that The Federal Reserve Bank of New
had remained quite strong. Greater diffiYork was authorized and directed, until
culties abroad and associated downwaridstructed otherwise by the Committee,
pressures on demand and prices had sutp- execute transactions in the System
stantially diminished the chances of aAccount in accordance with the follow-
strengthening of inflation pressures oveing domestic policy directive:
coming months and quarters that would
require a near-term t_lghtenlng of policy. The information reviewed at this meeting
Other members continued to believe thafyggests that domestic final demand has
the risks were still tilted to some degreecontinued to expand at a robust pace, but
toward rising inflation, though to a overall economic a_lctivity has been adversely
lesser extent than earlier. Labor mark%%e‘:tled by the strike at General Motors and
: velopments In Sla. ontarm ayro
developments continued to suggest th ployenent continued to expand ?hr)c/)ugh
the economy could well be producing;yly and the civilian unemployment rate was
beyond its sustainable potential and conunchanged at 4.5 percent. Industrial pro-
crete signs that inflation pressures woulduction declined considerably in June and
abate had yet to emerge. According|y{‘|u|y; most of the drop over the two months

they still preferred an asymmetricalreﬂeCted the GM strike. A decline in total
retail sales in July was more than accounted

directive but could accept symmetry N by 5 sharp contraction in spending for
light of the prevailing uncertainties in motor vehicles. Residential sales and con-
the economic outlook and the expectastruction have remained exceptionally strong
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in recent months. Available indicators pointditions in reserve markets consistent with
to continued growth in business capitalmaintaining the federal funds rate at an aver-
spending, although apparently at a moreage of around % percent. In the context
moderate pace than earlier in the year. Busibf the Committee’s long-run objectives for
ness inventory accumulation slowed sharplyrice stability and sustainable economic
in the spring. The nominal deficit on U.S.growth, and giving careful consideration to
trade in goods and services widened substaeconomic, financial, and monetary devel-
tially further in the second quarter. Trends inopments, a slightly higher federal funds
wages and prices have remained stable irate or a slightly lower federal funds rate
recent months. would be acceptable in the intermeeting
Most interest rates have fallen slightly onperiod. The contemplated reserve conditions
balance since the meeting on June 30-July &re expected to be consistent with moderate
Share prices in U.S. equity markets haverowth in M2 and M3 over coming months.
remained volatile and major indexes have
declined appreciably on balance over the Votes for this action: Messrs. Green-
intermeeting period. In foreign exchange span, McDonough, Ferguson, Gramlich,
markets, the trade-weighted value of the dol- Hoenig, Kelley, Meyer, Ms. Minehan,
lar rose somewhat further over the intermeet- Mr. Poole, and Ms. Rivlin. Vote against
ing period in relation to other major curren- this action: Mr. Jordan.
cies; in addition, it was up slightly in terms
of an index of the currencies of the devel- M. Jordan dissented because he

oping countries of Latin America and Asia,. |- .
that are important trading partners of thebe“eved that the underlying strength of

United States. aggregate demand in the U.S. economy
After robust growth in the second quarterwould remain fundamentally intact,
M2 decelerated somewhat and M3 was aboulespite economic problems abroad. The
boih agoregates fose at rates well aove (g ODIems in Asia provide a channel
Comm%[?ee’gs ranges for the year. Expansio’%r economic _imbalances to develpp.
of total domestic nonfinancial debt appear&XPorts from some U.S. manufacturing
to have moderated somewhat in recenindustries will decline due to softer for-
months after a pickup earlier in the year.  eign markets and import competition. At

The Federal Open Market Committeethe same time, domestic demand for
seeks monetary and financial conditions theﬁnports, housing, and consumer dura-

will foster price stability and promote sus-bI il due to f ble int
tainable growth in output. In furtherance of €s wilfincrease due to favorabie nter-

these objectives, the Committee reaffirmest rate trends. Though U.S. production
at its meeting on June 30-July 1 the rangesf goods and services might slow during
it had established in February for growththe period ahead, it is not yet clear that
of M2 and M3 of 1 to 5 percent and 2 10 tot3| demand will diminish at a com-

6 percent respectively, measured from th .
fourth quarter of 1997 to the fourth quarter arable pace. At the same time, ample

of 1998. The range for growth of total Credit provision encourages speculative
domestic nonfinancial debt was maintainedending and excessive consumption.
at 3 to 7 percent for the year. For 1999, theConsequently, continued rapid growth

Committee agreed on a tentative basis 10 ¢ the money supply creates the risk that
the same ranges for growth of the monetary

aggregates and debt, measured from ibflation will accelerate and economic
fourth quarter of 1998 to the fourth quarterMbalances will become protracted.

of 1999. The behavior of the monetary

aggregates will continue to be evaluated in

the light of progress toward price level sta
bility, movements in their velocities, and—rekaphone Conference

?neg/reklgtgments in the economy and fmanmabn September 21 the Committee held a

In the implementation of policy for the telephone conf'erence to'discus.s recent
immediate future, the Committee seeks condevelopments in domestic and interna-
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tional financial markets and their impli-
cations for the U.S. economy. The con-
sultation was held as background for
Chairman Greenspan’s testimony on
September 23 before the Senate Budget
Committee.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, September 29, 1998.

The meeting adjourned at 12:45 p.m.

Donald L. Kohn
Secretary

Meeting Held on
September 29, 1998

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, September 29, 1998, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson
Mr. Gramlich
Mr. Hoenig
Mr. Jordan
Mr. Kelley
Mr. Meyer
Ms. Minehan
Mr. Poole
Ms. Rivlin

Messrs. Boehne, McTeer, Moskow,
and Stern, Alternate Members
of the Federal Open Market
Committee

Messrs. Broaddus, Guynn, and
Parry, Presidents of the
Federal Reserve Banks of
Richmond, Atlanta, and
San Francisco respectively

Mr. Mattingly, General Counsel
Mr. Baxter, Deputy General Counsel
Mr. Truman, Economist

Messrs. Cecchetti, Dewald,
Hakkio, Lindsey, Simpson,
Sniderman, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

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

Messrs. Alexander, Hooper, and
Ms. Johnson, Associate
Directors, Division of
International Finance,
Board of Governors

Mr. Reinhart, Deputy Associate
Director, Division of Monetary
Affairs, Board of Governors

Mr. Struckmeyer, Assistant Director,
Division of Research and
Statistics, Board of Governors

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

Messrs. Spillenkothen and Parkinson,
Director, Division of Supervision
and Regulation, and Associate
Director, Division of Research and
Statistics respectively, Board of
Governors

5. Attended portion of the meeting relating to

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

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

the Committee’s disclosure policies.

6. Attended portion of meeting relating to
developments stemming from the financial diffi-
culties of a large hedge fund.
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Mr. Connolly, First Vice President, The information reviewed at this
Federal Reserve Bank of Boston meeting suggested that economic activ-
ity was expanding at a moderate rate.
K ; k ‘Growth of private domestic final de-
0s, Lang, and Rolnick, Senior : .
Vice Presidents, Federal Reserve Mand had slowed from its pace in the
Banks of Atlanta, Richmond, first half of the year, though it was still
Chicago, New York, Philadelphia, relatively robust, and reduced spending
and Minneapolis respectively on U.S. exports and rising import com-
_ petition were exerting appreciable re-
Mesgs- J.gdd ta“g %Oselngre”v V'Cg  Straint on overall activity, as was a slow-
ofr%s;negr:hcigcgr:nd gsoesrt\(/)% an ﬁ19 in inventory investment. Reflecting
respectively the moderation in growth from the first
half of the year, total payroll employ-
Ms. Yucel, Research Officer, Federal ment was trending up at a somewhat
Reserve Bank of Dallas slower pace. Despite the pressures on
labor resources associated with still-
By unanimous vote, the minutes oftight labor markets, trends in wages and
the meeting of the Federal Open Markeprices remained stable.
Committee held on August 18, 1998, Growth in nonfarm payroll em-
were approved. ployment slowed somewhat over the
The Manager of the System OpenJuly—August period. The deceleration
Market Account reported on recentreflected further job losses in the manu-
developments in foreign exchange marfacturing sector, notably in the apparel
kets. There were no open market operaand electronic components industries
tions in foreign currencies for the Sys-on which the crisis in Asia was having
tem’s account in the period since thea sizable adverse effect. Outside of
previous meeting, and thus no vote wasanufacturing, employment increases
required of the Committee. remained strong in the service-
The Manager also reported on develproducing industries, and even though
opments in domestic financial marketsanecdotal reports continued to indicate
and on System open market transactiorghortages of skilled workers, further siz-
in government securities and federahble job gains were recorded in con-
agency obligations during the periodstruction. The civilian unemployment
August 18, 1998, through September 2&ate stayed at 4.5 percent in August.
1998. By unanimous vote, the Commit- Industrial output rebounded in August
tee ratified these transactions. as production at General Motors
The Committee then turned to a distesumed following the settlement of the
cussion of the economic and financialabor strike. Outside the motor vehicle
outlook, and the implementation ofsector, however, output had changed
monetary policy over the intermeetinglittle on balance over recent months
period ahead. A summary of the ecoin association with the erosion in net
nomic and financial information avail- exports stemming from the turmoil in
able at the time of the meeting and ofAsia and its repercussions on a number
the Committee’s discussion is providedf other U.S. trading partners; produc-
below, followed by the domestic policy tion of consumer goods edged down
directive that was approved by the Comeon balance in July and August, and the
mittee and issued to the Federal Resengrowth of output of business equipment
Bank of New York. slowed. The rise in industrial production

Messrs. Eisenbeis, Goodfriend, Hunter
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in August boosted the rate of utilizationshipments ratio for the sector stayed a
of manufacturing capacity, but the fac-ittle above the low level that had pre-
tory operating rate remained somewhatailed over the past year. At the whole-
below the level of late last year. sale level, a further decline in inven-
Total retail sales were held down intories reflected additional reductions in
July and August by a sharp contractiormotor vehicles; the inventory—shipments
in spending for motor vehicles, but non-ratio remained in the upper part of its
auto sales continued to rise at a briskarrow range for the past year. In the
pace. The gains were widespread, withetail sector, a sharp drop in stocks at
increases in spending on furniture anéutomotive dealerships more than offset
appliances, apparel, and miscellaneous rise in stocks of other goods. The
nondurables especially strong. Puraggregate inventory—sales ratio for the
chases of services also were up appreetail sector was at a relatively low level.
ciably further in July and August after The nominal deficit on U.S. trade in
a rapid second-quarter rise. Sales angloods and services narrowed slightly in
construction of residential buildingsJuly from its second-quarter average,
remained quite strong on balance, rewith the value of imports falling more
flecting very favorable homebuying con-than the value of exports. Much of the
ditions. Housing starts slipped in Augustdecline in imports and exports involved
but were still above the high level of thetrade in automotive products with Can-
first half of the year. Sales of existingada and Mexico. Economic activity in
homes dropped back in August fromthe major foreign industrial countries
the record high registered in July, whileother than Japan decelerated on average
sales of new homes were slightly highein the second quarter, with a deteriora-
in July (latest data) than in the first halftion in net exports partially offsetting
of the year. continued strength in domestic final
Available indicators pointed to moredemand. In Japan, activity contracted
moderate growth in business fixedfor a third consecutive quarter; net
investment after the surge in capitakxports made a large positive contri-
spending during the first half of the yearbution as imports dropped sharply, but
Shipments of nondefense capital gooddomestic demand, most notably busi-
declined in July and August, retracingness fixed investment, fell steeply.
much of June’s large increase, while Both the overall and the core CPI
sales of medium and heavy trucks conagain rose moderately in August; a fur-
tinued to increase at a rapid pace. Nonther increase in food prices was offset
residential construction weakened irby a sizable decrease in energy prices.
July, extending a pattern of sluggishFor the twelve months ended in August,
building activity; construction of indus- core consumer prices rose slightly more
trial structures remained in a downtrendthan they had in the year-earlier period.
and office building activity changed At the producer level, prices of finished
little on balance over June and July.  goods dropped appreciably in August,
Business inventory accumulationlargely reflecting declines in the prices
eased further in July after having slowedf finished foods and, notably, energy
sharply in the second quarter, andyoods. Producer prices of finished goods
inventory—sales ratios remained moderether than food and energy moved
ate. Stockbuilding in manufacturing wasslightly higher in the twelve months
at a somewhat lower rate in July tharended in August after having edged
in the second quarter, and the stockdown in the year-earlier period. Pro-
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ducer prices at earlier stages of producsmaller extent on investment-grade cor-
tion were under strong downward presporate debt, fell appreciably during the
sure; prices of intermediate materialsntermeeting period; in contrast, yields
fell during the year ended in August byon the bonds of lower-rated firms
slightly more than they had risen in theincreased sharply, and a number of large
year-earlier period, and prices of crudéanks tightened terms and standards for
materials plunged further in the twelvemaking business loans to sizable firms.
months ended in August. AverageCredit conditions also tightened in
hourly earnings of production or nonsu-Europe, Asia, and Latin America. Share
pervisory workers continued to increaserices in U.S. and foreign equity mar-
at a relatively moderate pace in thekets remained volatile during the inter-
July—August period, and for the twelvemeeting period, and major U.S. equity
months ended in August they roseprice indexes declined considerably fur-
slightly more than in the year-earlierther on balance.
period. In foreign exchange markets, the
At its meeting on August 18, 1998, trade-weighted value of the dollar depre-
the Committee adopted a directive thatiated substantially over the intermeet-
called for maintaining conditions ining period in relation to other major
reserve markets that would be consisterdurrencies. A spreading perception that
with the federal funds rate continuingthe United States was more vulnerable
to average around¥ percent. How- than either Europe or Japan to an eco-
ever, in light of mounting financial nomic downturn in Latin America,
strains abroad, their potential implica-increasing expectations of monetary eas-
tions for the U.S. economy, and lessng in the United States, and shifts into
accommodative conditions in domestigyen associated with the end of the fiscal
financial markets, the Committee con-alf-year in Japan and the unwinding of
cluded that the risks to the outlook weresome investment positions financed in
no longer tilted toward rising inflation yen were factors that weighed on the
but had become more balanced. Accorddollar. By contrast, the dollar appreci-
ingly, the Committee adopted a directiveated slightly in terms of an index of
that did not include a presumption abouturrencies that includes the developing
the likely direction of any adjustment to countries of Latin America and Asia
policy during the intermeeting period.that are important trading partners of the
The reserve conditions associated witlunited States.
this directive were expected to be con- Growth of M2 and M3 picked up
sistent with moderate growth of M2 andconsiderably in August and apparently
M3 over coming months. strengthened further in September. The
Open market operations were directe@cceleration was the result of unusually
throughout the intermeeting period to-arge inflows to money market funds
ward maintaining the existing degree othat in part reflected households’ prefer-
pressure on reserve positions, and thence for relatively safe, liquid place-
federal funds rate remained close to itsnents for funds shifted out of equities
intended level of B percent. In an and lower-rated corporate debt. For the
atmosphere of greatly increased volatilyear through September, both aggre-
ity in financial asset values worldwidegates recorded growth rates well above
and a reduced appetite for risk amonghe Committee’s ranges for the year.
many investors, interest rates on U.SExpansion of total domestic nonfinan-
Treasury securities, and to a mucltial debt had moderated somewhat in
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recent months after having picked upretained considerable strength. At the
earlier in the year. same time, however, investors’ percep-
The staff forecast prepared for thistions of risks and their aversion to tak-
meeting incorporated a considerablyng on more risk had increased mark-
weaker assessment of underlying aggreedly in financial markets around the
gate demand, owing to downward reviworld. That change in sentiment was
sions to growth abroad and to the lesgxacerbating financial and economic
accommodative conditions that wereproblems in a number of important
evolving in U.S. financial markets. Thetrading partners of the United States. In
staff projected that the expansion of ecoaddition, it was generating lower equity
nomic activity would slow for a time to prices and tightening credit availabil-
a pace appreciably below the estimatedy in U.S. financial markets. As a con-
growth of the economy’s potential andsequence, the downside risks to the
then would pick up to a rate more in linedomestic expansion appeared to have
with that potential. Damped expansiorrisen substantially in recent weeks.
of foreign economic activity and the Though labor markets were expected
lagged effects of the earlier rise in theto remain relatively tight for some
foreign exchange value of the dollartime, the members saw little prospect
were expected to place considerable rehat inflation would gather significant
straint on the demand for U.S. exportsnomentum in coming quarters. Declin-
for a period ahead and to lead to furthemg commodity and other import prices
substitution of imports for domestic would be restraining prices and inflation
products. Domestic production alsoexpectations for a while. Overall con-
would be held back for a while by thesumer prices might rise a little more
efforts of firms to bring inventories into rapidly next year as the effects of a
better balance with the anticipated modaumber of favorable factors, such as
eration in the trajectory of final sales. Infalling energy prices, diminished or
addition, private final demand would bereversed, but underlying inflation was
restrained by tighter lending terms andexpected to stay quite subdued as infla-
conditions as well as the drop that hadion expectations remained damped and
occurred in equity prices. Pressurepressures in labor markets became less
on labor resources were likely to eas@ronounced.
somewhat as the expansion of economic The intensification and further spread
activity slowed, but inflation was pro- of turmoil in international financial mar-
jected to pick up gradually in associa-kets, notably since the outbreak of a
tion with a partial reversal of the declinefinancial crisis in Russia in mid-August,
in energy prices this year. had spilled over into U.S. financial mar-
In the Committee’s discussion of cur-kets. Strong demands for safety and
rent and prospective economic conditiquidity had driven down yields on
tions, members focused on developY.S. Treasury securities, but spreads of
ments that pointed to the potential forprivate rates over Treasury rates had
a significant weakening in the growthgapped higher. Increases in risk spreads
of spending. They recognized that therevere especially large for lower-grade
were at present few statistical indica-borrowers and on bonds below invest-
tions that the economy was on a signifiment grade, whose rates had increased
cantly slower growth track. Indeed, theconsiderably since mid-August. In addi-
available data suggested that consuméion, many banks had tightened their
expenditures and business investmemtredit standards and terms. Prices in U.S.
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equity markets, which had weakenedevel of consumer confidence and spend-
appreciably before the crisis in Russiaing. Members commented that the more
had declined substantially further. Theseecent weakness in the stock market and
market developments strongly sugthe related decline in household net
gested, and anecdotal reports tended tworth had removed an important sup-
confirm, the emergence of widespreagbort for the growth of consumer spend-
perceptions of greater risks in a broadng, but they noted that recent surveys
range of financial investment activitiesindicated only a slight deterioration in
and of considerably greater reluctanceonsumer sentiment and that the stimu-
to put capital at risk. The members didlus from earlier stock market gains prob-
not believe that the tightness in creditably would dissipate only gradually.
markets and strong demand for safetyooking further ahead, consumer spend-
and liquidity were likely to lead to a ing could be expected to expand at a
“credit crunch,” though some memberspace that was more in line with the
expressed the view that such an outgrowth of household incomes than it
come could not be ruled out. At a timehad been in recent years.
when business balance sheets already Growth in business investment spend-
indicated a significant softening of casking, while apparently moderating from
flows owing to weaker profits, manyan extraordinary pace during the first
business firms were experiencing inhalf of the year, likewise seemed to
creased difficulty and costs in theirhave been little affected to date by the
efforts to raise funds in debt or equitytightening in credit conditions and
markets or to borrow from lending insti- the increased aversion to risktaking.
tutions; if these conditions were to per-Data on shipments of capital equipment
sist, the sustainability of the currentcontinued to display a clear uptrend, and
strength in business capital expendituresiembers reported very strong construc-
would come into question. The declinetion activity in many parts of the coun-
in stock market prices also appearedry. Declining relative prices and rapid
likely to damp the growth of consumertechnological advances were likely to
spending over time, with added implica-generate appreciable further growth in
tions for business capital expenditures. spending for computer and office equip-
Despite the emergence of decidedlynent over the projection horizon. More-
less hospitable financial conditionsover, new orders for capital equipment
there were few indications in the datadid not suggest any general weakening,
available to the Committee of anythough such orders had declined dra-
weakening as yet in consumer and busmatically in the steel industry under the
ness spending. Consumer expendituregeight of intense foreign competition.
though temporarily held back by short-Even so, the members anticipated that
ages of new motor vehicles stemminghe pronounced increase in investor and
from the work stoppage at Generalender perceptions of risk would result
Motors, had remained on a solidin considerable moderation in the
uptrend, with overall growth in recentgrowth of overall business investment,
months apparently slipping only a little especially in light of concurrent expecta-
from a remarkably rapid pace in the firsttions of reduced gains in sales and prof-
half of the year. Strong growth in jobsits and evidence of some diminution in
and incomes along with substantial furboth internal and external sources of
ther increases in stock market priceginancing. Reports from nearly every
through mid-July had fostered a highFederal Reserve District suggested that
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executives had become considerablfirms, notably in the manufacturing sec-
more concerned about business proger but also in energy, agriculture, forest
pects. In a number of cases they alreadgroducts, and some other industries, that
had seen a substantial downturn in theialready were being adversely affected
exports or a surge in competing importdy weaker export markets and increased
at prices they found difficult to match. competition from lower-priced imports.
In other cases they were anticipatingMoreover, the intensification of tur-
such developments or were reacting tonoil in international financial markets
the general sense of unease and uncesince the Russian devaluation and debt
tainty evident in financial markets. moratorium had led to tighter financial
Forthcoming data on capital spendingconditions in key U.S. trading partners—
including new orders and contractsespecially in the Americas—a devel-
were likely to point to a weaker uptrendopment that was likely to weaken
in business fixed investment. How muctgrowth in those markets and demand for
weaker was a major uncertainty in theJ.S. products. Of potentially greater
economic outlook and a key to deterimportance for the domestic economic
mining the extent to which financial outlook, however, was the spread of
market turmoil was likely to affect the international financial unsettlement to
real economy. U.S. financial markets and the attendant
Very favorable underlying factors, deterioration in business and investor
including a strong job market andconfidence. It was clear that the conta-
declining mortgage rates, had helpedjious effects of international economic
to sustain homebuilding activity at anand financial turmoil had markedly
elevated level. The large further advancencreased the downside threat to the
in stock market prices earlier in the yeadomestic expansion.
also appeared to have been a positive In their comments about the outlook
factor in the strong performance of thefor inflation, members referred to the
housing market. While anecdotal reportpersistence of very tight labor markets
suggested that softening was confined tacross the nation and to indications of
only a few areas, the delayed effects oéscalating increases in labor compen-
the drop in stock market prices and foresation in a number of areas. At the same
casts of slower employment and incomeime, price inflation generally had
growth suggested some moderation imemained subdued, with little evidence
housing activity at some point. Evenof acceleration. As had been true for an
so, the continued affordability of newextended period, competitive pressures
homes for many households was likelywere widely reported to be preventing
to sustain housing demand at a relaemployers from passing through rising
tively high albeit diminished level, and labor costs to consumer prices. Looking
homebuilding activity would be bol- ahead, members cited a variety of fac-
stered for a time as backlogs created biors bearing on the prospects for infla-
shortages of skilled construction work-tion that on the whole suggested that
ers in many areas were worked off. the risks of an inflationary uptrend had
Net exports, while subject to a greatreceded. Favorable factors in the out-
deal of uncertainty, were seen as likelyook for prices included the lingering
to continue to restrain demand and proeffects of the dollar’'s earlier apprecia-
duction to a substantial extent over comtion, ample industrial capacity, gener-
ing quarters. Members cited exampleslly declining commodity and other
from across the country of businessmport prices, and an apparently more
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rapid trend of productivity gains. Overwere likely to remain tighter and equity
time, some slowing in economic growthprices lower than earlier, and in the
and less intense pressures on labaontext of continued damped infla-
resources would hold down increasesion, monetary policy had the room to
in labor costs. Developments that mightdjust to these new circumstances. In
tend to offset these positive factors, aany event, an easing policy action at this
least in part, included a possible turnpoint could provide added insurance
around in energy prices after sizableagainst the risk of a further worsening in
declines over the past year and an upturiinancial conditions and a related curtail-
in the costs of worker benefits, notablyment in the availability of credit to many
for medical expenses. A few memberdorrowers.
also observed that the rapid growth The members agreed that the decrease
of key monetary aggregates, includingn the federal funds rate should be lim-
M2, over a period of several quartersted to 25 basis points. Several empha-
was a worrisome element in the outlooksized in this regard that although the risk
for inflation, though the most recentof rising inflation might have receded, it
surge in M2 probably was induced inwas still present, especially in light of
large measure by a flight to quality andhe persistence to date of very tight labor
liquidity. markets and relatively robust economic
In their discussion of policy for the growth. In these circumstances, while
intermeeting period ahead, all the meman easing move was warranted to pro-
bers endorsed a proposal calling for aide some insurance against undesirably
slight easing in reserve markets to protight domestic financial conditions,
duce a decline o¥4 percentage point in many members saw the need for a
the federal funds rate to an average ofautious policy action. A more sizable
about 9. percent. In their view, such policy move at this point might con-
an action was desirable to cushion theey an exaggerated impression of the
likely adverse consequences on futur€ommittee’s current thinking regard-
domestic economic activity of the globaling the extent of downside risks in the
financial turmoil that had weakenedeconomy.
foreign economies and of the tighter con- The members were divided over
ditions in financial markets in the Unitedwhether to retain the current symmetri-
States that had resulted in part from thatal directive or to adopt an asymmetri-
turmoil. At a time of abnormally high cal directive that would be tilted toward
volatility and very substantial uncer-ease. A small majority favored mov-
tainty, it was impossible to predict howing to asymmetry on the grounds that
financial conditions in the United Statest seemed more consistent with the
would evolve. In the view of many increased downside risks to the econ-
members, equity prices and risk spreadsmy that they believed would exist even
in U.S. financial markets previously hadafter the contemplated policy action and
embodied an overly optimistic assessthat it would underscore the Commit-
ment of business prospects, and thetee’s readiness to respond promptly to
saw some correction in these markets asonditions that might threaten the sus-
a positive development. Moreover, theytainability of the expansion. Other mem-
expected markets to become much moreers expressed a preference for a sym-
settled once the initial adjustments tametric directive but indicated that they
new risk assessments had been madeould accept a directive that was tilted
On balance, however, credit conditiongoward ease. In their opinion, the uncer-
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tainties relating to the direction of theslowing, increases in spending by businesses
next policy move were sufficiently greatand households, while expansion in over-

d ot +.~~.all economic activity has continued to be
'?i\r;eboér:)rsr,:ge(s:otr?]ﬁ Z’ﬂ?é da Pheal:trﬁlr]g::t?gi restrained by developments abroad. Non-
: Tarm payroll employment grew somewhat

pated developments were likely in anymore slowly over July and August, mostly
event to provide the principal basis forreflecting job losses in the manufacturing
future policy actions. They suggestedsector; the civilian unemployment rate was
that the Committee would undoubtedly”nCha”QEd at 4.5 percent in August. Indus-

trial production has changed little on balance
confer by telephone should such deveIéver recent months. Total retail sales over

opments materialize during the inter-jyly and August were held down by a sharp
meeting period, and the symmetry ofcontraction in spending for motor vehicles.
asymmetry of the directive would haveResidential sales and construction have

little bearing on whatever policy deci-émained quite strong in recent months.
sion might be reached. Available indicators point to continued

. . ,_growth in business capital spending, but at a
At the conclusion of the Committee’s yore moderate pace than in the first half of
discussion, all the members supported e year. Business inventory accumulation
directive that called for conditions in slowed further in July. The nominal deficit
reserve markets that would be consisteri? U.S. trade in goods and services narrowed

; ; ; ightly in July from its second-quarter aver-
with a slight decrease in the federalsge_ Trends in wages and prices have

funds rate to an average of abo}JEemained stable in recent months.

5Ya percent. All the members also indi- Most interest rates have fallen appreciably
cated that they could accept a change isince the meeting on August 18, though
the directive to include a bias towardyields on the bonds of lower-rated firms have
easing. Accordingly, in the context Ofincreased and a number of large banks have

the C ittee’s | biecti f tightened terms and standards for making
€ Lommitiee's long-run Objectives 10fy, giness |oans. Broadly similar develop-

price stability and sustainable economignents have occurred in major foreign mar-
growth, and giving careful considerationkets. Share prices in U.S. and global equity
to economic, financial, and monetarymarkets have remained volatile and major
developments, the Committee decidedpdexes have declined considerably further

: : on balance over the intermeeting period.
that a slightly higher federal fundsln foreign exchange markets, the trade-

rate might be acceptable or a somepeighted value of the dollar declined sub-
what lower federal funds rate wouldstantially over the intermeeting period in
be acceptable during the intermeetingelation to other major currencies; it was up
period. The reserve conditions contemslightly in terms of an index of the curren-

: : ies of the developing countries of Latin
plated at this meeting were expected .t(imerica and Asia that are important trading

be consistent with some moderation ihartners of the United States.

the growth of M2 and M3 over the Growth of M2 and M3 strengthened con-
months ahead. siderably in August and appeared to have

The Federal Reserve Bank of NewPicked up further in September, partly
York was authorized and directed. unti€flecting shifts of funds by households out

. - . of investments in equities and lower-rated
instructed otherwise by the Committee o horate debt. For the year through Septem-

to execute transactions in the Systerfer, both aggregates rose at rates well above
Account in accordance with the follow- the Committee’s ranges for the year. Expan-
ing domestic policy directive: sion of total domestic nonfinancial debt has
moderated somewhat in recent months after
a pickup earlier in the year.
The information reviewed at this meeting The Federal Open Market Committee
suggests that the economy has been growirgeeks monetary and financial conditions that
at a moderate rate, paced by brisk, albeivill foster price stability and promote sus-
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tainable growth in output. In furtherance ofmeeting but agreed that further review
these objectives, the Committee reaffirme¢yf some of these issues would be
at its meeting on June 30-July 1 the range. ;

it had established in February for growthappmpnate'
of M2 and M3 of 1 to 5 percent and 2 to
6 percent respectively, measured from the-; ;

fourth quarter of 1997 to the fourth quarterﬁnanmal PrOb(;emS d
of 1998. The range for growth of total Of @ Large Hedge Fun

domestic nonfinancial debt was maintaine . . .
at 3 to 7 percent for the year. For 1999, thgrhe Committee discussed the limited

Committee agreed on a tentative basis to séplé Of the Federal Reserve Bank of
the same ranges for growth of the monetarfNew York in facilitating a private-sector
aggregates and debt, measured from thesolution of the severe financial prob-
fourth quarter of 1998 to the fourth quarterlems encountered in the portfo"o man-
of 1999. The behavior of the monetary(ﬂ]ged by Long-Term Capital Manage-

aggregates will continue to be evaluate :
in the light of progress toward price level ent L.p. The size and nature of the

stability, movements in their velocities, andP0sitions of this fund were such that
developments in the economy and financialheir sudden liquidation in already
markets. unsettled financial markets could well

~ In the implementation of policy for the have induced further financial dislo-
immediate future, the Committee seeks CONzations around the world that could

ditions in reserve markets consistent Witl‘h ) - .
decreasing the federal funds rate to an avefl@V€ impaired the economies of many

age of around B: percent. In the context nations, including that of the United

of the Committee’s long-run objectives for States. Against this background, the
price stability and sustainable economid=ederal Reserve Bank of New York had
growth, and giving careful consideration toprought together key interested parties

economic, financial, and monetary develops, ; ; ; ; a
ments, a slightly higher federal funds rateWIth the aim of increasing the probabil

might or a somewhat lower federal funds'tY of an orderly F),”V"’,‘te'sef:tor solution
rate would be acceptable in the intermeetind0 the hedge fund’s difficulties.
period. The contemplated reserve conditions It was agreed that the next meeting of
are expected to be consistent with soméhe Committee would be held on Tues-
moderation in the gl’OWth in M2 and M3 day, November 17, 1998

over coming months. The meeting on September 29

Votes for this action: Messrs. Green-adjournecj at 2:40 p.m.
span, McDonough, Ferguson, Gramlich,

Hoenig, Jordan, Kelley, Meyer, Ms. Mine- . .

han, Mr. Poole, and Ms. Rivlin. Votes After the meeting, _the following press
against this action: None. release was issued:

The Federal Open Market Committee
: decided today to ease the stance of monetary
Release of Informatlon policy slightly, expecting the federal funds
about FOMC Meetings rate to decline/s percentage point to around
) ) . 5Ya percent.
At this meeting, the Committee re- The action was taken to cushion the effects
viewed its current practices relating toon prospective economic growth in the
its policy announcements, meeting min.U.nited States of increasing weakness in fQI’-
utes, and directive wording. This dis-€ign economies and of less accommodative

. t of ? . financial conditions domestically. The recent
cussion was part of an ongoing appraisgyanges in the global economy and adjust-

of the Committee’s disclosure policies.ments in U.S. financial markets mean that a
The Committee took no action at thisslightly lower federal funds rate should now
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be consistent with keeping inflation low andon the ongoing expansion. At the con-
sustaining economic growth going forward. clysion of this discussion, the Chairman
The discount rate remains unchanged g} gicated that he would instruct the

5 percent. Federal Reserve Bank of New York to
lower the intended federal funds rate

Conference Call by 25 basis points, consistent with the
Committee’s directive issued at the

In a telephone conference held on Octomeeting on September 29, 1998.

ber 15, 1998, the Committee members

discussed recent economic and financial Donald L. Kohn

developments and their implications for Secretary

monetary policy. Risk aversion in finan-

cial markets had increased further sinc®n October 15, 1998, the following

the Committee’s meeting in Septemberpress release was issued:

raising volatility and risk spreads even

more, eroding market liquidity, and con-The Federal Reserve today announced the

straining borrowing and lending in afollowing set of policy actions:

number of sectors of the financial mar, 1. 5.4 of Governors approved a reduc-

kets. Although indications of any soften- {jon in the discount rate by 25 basis points
ing in the pace of the economic expan- from 5 percent to % percent.
sion across the country remained sparse,The federal funds rate is expected to fall
the widespread signs of deteriorating 25 basis points from around/spercent to
business confidence and evidence of &ound 5 percent.
less g_ccommodatlve domestic flnanqlal Growing caution by lenders and unsettled
conditions suggested that the downsidgonditions in financial markets more gener-
risks to the expansion had continued tally are likely to be restraining aggregate
mount. demand in the future. Against this backdrop,
Against this background, a consensug!rther easing Sftthebstance oftmé)r;etary ?Q"
H ICYy was judage O be warrante O sustain
e”?efged n fa\_/or of &s percentage economic growth in the context of contained
point reduction in the federal funds ratenfation.
that would accompany a reduction inthe In taking the discount rate action, the
discount rate that the Board of GoverBoard approved requests submitted by the
nors was expected to approve at a meelBoards of Directors of the Fede_ral Reserve
ing following this telephone conference Banks of New York, Philadelphia, Atlanta,

S b d th hicago, St. Louis, Minneapolis, Kansas
omeé members were concerne ity, and San Francisco. The discount rate is

a policy move so soon after the latee interest rate that is charged depository
September action might be misread asstitutions when they borrow from their dis-

indicative of a degree of concern aboutrict Federal Reserve Banks.

prospective developments in financial

e o ST ok et Held on

. November 17, 1998

ing. However, the members generally

concluded that the risk of adverse marA meeting of the Federal Open Market
ket reactions was worth taking and thaCommittee was held in the offices of
the easing actions under consideratiothe Board of Governors of the Federal
were more likely to help settle volatile Reserve System in Washington, D.C.,
financial markets and cushion the effecton Tuesday, November 17, 1998, at
of more restrictive financial conditions9:00 a.m.
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Present:

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Ferguson

Mr. Gramlich

Mr. Hoenig

Mr. Jordan

Mr. Kelley

Mr. Meyer

Ms. Minehan

Mr. Poole

Ms. Rivlin

Messrs. Boehne, McTeer, Moskow, and

Stern, Alternate Members of the
Federal Open Market Committee

Messrs. Broaddus, Guynn, and Parry,

Presidents of the Federal Reserve

Banks of Richmond, Atlanta, and
San Francisco respectively

Mr. Bernard, Deputy Secretary
Ms. Fox, Assistant Secretary
Mr. Mattingly, General Counsel
Mr. Prell, Economist

Messrs. Cecchetti, Dewald, Lindsey,
Simpson, Sniderman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

Ms. Johnson, Director, Division of
International Finance,
Board of Governors

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

Messrs. Alexander and Hooper,
Deputy Directors, Division of
International Finance, Board of
Governors

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

Mr. Reinhart, Deputy Associate
Director, Division of Monetary
Affairs, Board of Governors

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

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

Mr. Kumasaka, Assistant Economist,
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

Messrs. Beebe, Eisenbeis, Ms. Krieger,
Messrs. Lang, and Rosenblum,
Senior Vice Presidents, Federal
Reserve Banks of San Francisco,
Atlanta, New York, Philadelphia,
and Dallas respectively

Messrs. Evans, Fuhrer, Hetzel, Miller,
and Sellon, Vice Presidents,
Federal Reserve Banks of
Chicago, Boston, Richmond,
Minneapolis, and Kansas City
respectively

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on September 29, 1998,
were approved. The Manager of the
System Open Market Account reported
on recent developments in foreign ex-
change markets. There were no open
market operations in foreign currencies
for the System’s account in the period
since the previous meeting, 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
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in government securities and federainformation available at the time of the
agency obligations during the periodmeeting and of the Committee’s discus-
September 29, 1998, through Novemsion is provided below, followed by
ber 16, 1998. By unanimous vote, thehe domestic policy directive that was
Committee ratified these transactions. approved by the Committee and issued
The Manager informed the Commit-to the Federal Reserve Bank of New
tee that he planned to initiate outrightYork. Committee decisions to amend the
purchases in the secondary market oAuthorization for Domestic Open Mar-
inflation-indexed Treasury securities. Inket Operations and to renew certain
the past, the System had been acquiringwap line agreements also are summa-
holdings of such securities in Treasuryized below.
auctions in exchange for maturing The information reviewed at this
nominal obligations. In the Manager'smeeting suggested some moderation in
opinion, secondary market transactionthe expansion of economic activity from
would provide a helpful addition to a brisk pace during the summer months.
the current range of assets that thélthough growth of economic activity
System normally purchased, especiallyn the third quarter apparently about
in a period of little or no increase matched the pace in the first half of the
in Treasury debt. Some members exyear, a large buildup of nonfarm inven-
pressed concern that sizable purchasésries had accounted for a significant
of indexed securities by the central banlportion of the persisting strength of the
might impair the liquidity of the market expansion during the quarter. Growth in
and limit the usefulness of these obligaconsumer spending had been well main-
tions as indicators of inflationary expec-tained during the summer months, and
tations. It was noted, however, that relahousing activity had remained at a high
tively limited System purchases of sucHevel. In other major sectors of the econ-
securities were contemplated so that themy, business fixed investment had soft-
market was not likely to be significantly ened after having surged in the first half,
affected. Moreover, the System'’s particiand net exports had declined further,
pation could contribute to a more activealthough at a reduced pace. Growth in
and liquid secondary market. employment had slowed appreciably on
In further discussion of the wording balance during the summer and early
of the operating paragraph of its direcfall months, but tight conditions had
tive, the Committee at this meetingpersisted in most labor markets. Recent
focused on proposals by members teovage and price developments had been
simplify and clarify the sentence relat-mixed.
ing to the symmetry or asymmetry Growth in nonfarm payroll employ-
of the directive as it applied to possiblement slowed appreciably in Septem-
future policy changes. Time constraintder and October. The slowing partly
did not permit the Committee to com-reflected sizable job losses in manu-
plete its deliberations, and it agreedacturing, which has been substantially
to continue its discussion at a lateraffected since earlier in the year by
meeting. rising foreign competition stemming
The Committee then turned to thefrom the crisis in Asia. Outside of manu-
economic and financial outlook and thefacturing, increases in employment in
implementation of monetary policy overthe service-producing industries moder-
the intermeeting period ahead. A sumated somewhat over the two months,
mary of the economic and financialalthough gains in finance, insurance, and
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real estate were relatively robust. Thalecline in fleet sales of new motor vehi-
civiian unemployment rate remainedcles. In addition, spending for other
near 42 percent during the two months.types of business equipment grew some-
Industrial output had declined slightlywhat more slowly in the third quarter
in recent months after having reboundedfter having expanded at an extraor-
in August when production resumed atinary pace earlier in the year. Orders
General Motors following settlement ofreceived by U.S. equipment makers con-
the labor strike. Outside the motor vehitinued to trend up through September. In
cle sector, manufacturing output edgedontrast, nonresidential building activity
lower in recent months after havingapparently fell somewhat further in the
decelerated markedly earlier in the yeatthird quarter. While the construction
Weakness in the manufacturing anaf lodging facilities surged and the con-
mining sectors was associated in largstruction of office space persisted at a
measure with the fallout from the tur-high level, there was a decline in other
moil in Asia, its repercussions on a num-commercial building, which includes
ber of U.S. trading partners, and theetail stores and warehouses, industrial
related softness in world oil markets.structures, and institutional buildings.
The downward trend in the utilization of The availability of financing for various
capacity in manufacturing left the fac-types of construction appeared to lessen
tory operating rate appreciably below itssubstantially in late summer, and financ-
level of late last year. ing costs rose for many borrowers.
Personal consumption expenditures In the residential sector, housing sales
rose considerably further during theand starts remained quite strong, though
third quarter, though at a much sloweibelow early summer highs. Housing
pace than that recorded earlier in thectivity showed signs of dropping off
year. Retail sales were down slightly orfrom peak levels during the latter part of
balance during the quarter, reflecting ahe summer, but the decline in mortgage
sharp drop in sales of motor vehiclegates this fall produced an upturn in
associated with the work stoppage aseveral indicators of demand for single-
General Motors. However, the settlefamily housing, including a rebound in a
ment of that strike and the resumptiorsurvey index of homebuying conditions.
of production led to an upturn in motor Multifamily housing starts increased
vehicle sales in August and a sizableonsiderably in the third quarter, but
advance in September. A large furthesince late summer the availability of
gain in such sales contributed to a sharfinancing for multifamily building
rise in overall retail sales in October.projects has tended to diminish and
Consumer confidence retreated furtheinterest costs to rise.
in October, but according to a major Business inventory accumulation was
survey it turned up in early November,sizable in the third quarter, and stocks—
albeit to a level still somewhat below itssales ratios rose to uncomfortable levels
peak earlier in the year. in some industries that were being
Available indicators pointed to a adversely affected by the nation’s grow-
pickup in business capital spending afteing trade deficit. In manufacturing, how-
a third-quarter lull, owing to some ever, stockbuilding slowed during the
extent to a recovery from the Generasummer months and the stock—shipment
Motors strike. Business investmentratio was unchanged at a level just
expenditures during the summer wer@bove its average for the past year. At
held down in part by the strike-relatedthe wholesale level, a rapid increase dur-



188 85th Annual Report, 1998

ing the third quarter lifted the inventory— The performance of various measures
sales ratio for this sector to its highesbf wages and prices was uneven in
level since 1986; nearly half the rise wagecent months. The most recently avail-
the result of a buildup of farm productsable employment cost index indicated
that was related in part to an earlythat hourly compensation of private
harvest, but wholesalers of machineryindustry workers posted a sizable
chemicals, and metals and minerals alsimcrease in the third quarter. However,
apparently experienced undesired buildgains in average hourly earnings moder-
ups of stocks. Retall inventories exclud-ated considerably in September and
ing motor vehicles accumulated at actober. The increase in the employ-
slow pace during the summer, and thenent cost index over the past year was
inventory—sales ratio for this categoryappreciably larger than in the previous
remained well within the narrow rangeyear, while the advance in average
of the past year. hourly earnings moderated somewhat.
The nominal deficit on U.S. trade in Consumer energy prices rose appre-
goods and services widened to someiably in October, but they were still
extent in July—August from its second-down sharply from a year earlier and on
quarter average. The value of imports irbalance limited the increase of overall
the July—August period, though risingconsumer prices over the past year. Core
appreciably in August, was somewhatonsumer prices moved up at a faster
below the second-quarter average, witppace than overall consumer prices in
most of the decline involving automo-recent months and over the past year,
tive products and oil. The value ofreflecting sizable increases in the prices
exports fell somewhat over the twoof tobacco, used cars and trucks, and
months, largely reflecting declines inservices. At the producer level, prices of
exports of automotive products andfinished goods edged up in recent
industrial supplies and reduced servicenonths but were down on balance over
transactions. Decreases in exports partihe past year; excluding food and energy
reflected weakness in foreign econoitems, producer prices rose somewhat
mies. In the third quarter, growth inover the past year.
economic activity slowed on average in At its meeting on September 29,
the major industrial countries, other tharl998, the Committee adopted a directive
Japan, from the average pace in the firghat called for implementing conditions
half of the year and contracted for ain reserve markets that were consistent
fourth consecutive quarter in Japanwith a one-quarter percentage point
There were widespread indications irdecrease in the federal funds rate to an
the industrial nations, particularly fromaverage of around % percent. The
surveys of business and consumer confCommittee also decided to adopt an
dence, that some slowing was persistingsymmetric directive that was tilted
into the fourth quarter. Elsewhere, theoward ease to highlight its view that the
available evidence pointed to someisks to the economic expansion were
improvement in economic trends in amainly on the downside and to under-
number of Asian nations, but the econoscore its readiness to respond promptly
mies of several sizable South Americario developments that threatened the sus-
countries appeared to have weakenethinability of the expansion. The reserve
Recent economic indicators for Mexicoconditions associated with this directive
were mixed. were expected to be consistent with
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some moderation in the growth of M2illiquid conditions persisted. In the stock
and M3 over subsequent months. market, share prices dropped in the
Following the meeting, open marketweeks following the September meet-
operations were directed initially towarding, but the market rallied strongly after
implementing a slight easing in themid-October and key market indexes
degree of pressure on reserve positionposted sizable gains on balance over the
The federal funds rate, responding tdntermeeting period.
quarter-end pressures and uncertainties In foreign exchange markets, the
created by shifting funding patterns intrade-weighted value of the dollar fell
volatile financial markets, tended at firstmoderately over the period in relation
to average somewhat above the intended other major currencies. The largest
rate of 3/ percent despite a relativelydecline occurred in relation to the Japa-
liberal provision of reserves by the Sysnese yen and appeared to reflect efforts
tem. Strains in financial markets con+to reduce speculative exposure to that
tinued to mount, with intermediariescurrency; changes in the value of the
and final investors much more cautiouglollar against other major currencies
about risks and leverage and much moreiere mixed, likely fostered by disparate
eager to hold very liquid assets. Theseterest rate and economic develop-
developments in turn disrupted flows ofments. The dollar also fell somewhat in
funds in a number of financial marketsterms of a broad index of currencies of
On October 15, the Committee dis-other countries that are important trad-
cussed these developments and theing partners of the United States, includ-
implications for the domestic economy,ing the developing nations of Latin
and the members supported the ChairAmerica and Asia.
man’s suggestion that, in keeping with M2 and M3 posted very large
the directive issued at the September 2Bicreases in September and October.
meeting, he instruct the Federal Reserv&he gains appeared to be induced to an
Bank of New York to reduce the in- important extent by increased demand
tended federal funds rate by a furthefor safe and liquid assets in a period of
25 basis points to around 5 percent. Ogubstantial turmoil in financial markets
the same day, the Board of Governorshat led to shifts of funds by households
approved a reduction in the discounbut of investments in equities and lower-
rate from 5 percent to% percent. These rated corporate debt. The advance in
actions were taken in the light of grow-M2 during October probably also was
ing indications of caution by lenders andboosted by the decline in its opportunity
unsettled conditions in financial marketscost resulting from the effects of the
more generally that were deemed likelySystem'’s easing actions on market inter-
to restrain aggregate demand in thest rates and the unusual softness in
future. Subsequently, trading in the fed-Treasury bill rates during much of the
eral funds market remained relativelymonth. The even faster increase in M3
volatile but the federal funds rate averin October also reflected both inflows to
aged close to its lower intended level. Innstitution-only money market mutual
financial markets more generally, straingunds that were stimulated by declines
gradually moderated after mid-Octobelin short-term market rates and bank
and sizable issuance of securities reefforts to fund heavy demand for loans
sumed in a number of key markets, buarising in part from the deflection of
uncertainty remained high and relativelydemand for funding from securities mar-
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kets. For the year through October, boththe economy appeared to be headed
aggregates rose at rates well above thteward slower growth. Relatively tight
Committee’s ranges for the year. Expanprofit margins and less ebullient growth
sion of total domestic nonfinancial debtin wealth were among the factors
moderated slightly in recent monthsexpected to be damping investment and
after having picked up earlier in theconsumption. In addition, even apart
yeatr. from the possibility of further financial
The staff forecast prepared for thiscontagion in Latin America, the weak-
meeting continued to point to considerness in foreign economies continued to
able slowing in the expansion of eco-be seen as a persistent source of restraint
nomic activity to a pace appreciablyon demand in a number of domestic
below the estimated growth of thesectors, notably manufacturing, agri-
economy’s potential, but the expansiortulture, and some extractive businesses.
was expected to pick up later to a ratedlthough the financial markets had
more in line with that potential. Sub-improved substantially in recent weeks,
dued expansion of foreign economicoverall credit conditions were still rela-
activity and the lagged effects of thetively unsettled and a possible reintensi-
earlier rise in the foreign exchange valudication of difficulties in credit markets
of the dollar were expected to placeconstituted an important downside risk
considerable, albeit diminishing, re-to the expansion. The members recog-
straint on the demand for U.S. exportsiized that not all the risks were in one
for some period ahead and to leadlirection, however. The economy had
to further substitution of imports for demonstrated remarkable resilience and
domestic products. Domestic productiorstrength over recent years, and in the
would also be held back for a time byview of some members the rapid growth
the efforts of firms to bring inventories of liquidity and bank credit suggested
into better balance with the anticipatedhat financial conditions were not exces-
moderation in the trajectory of final sively tight. With regard to the outlook
sales. In addition, private final demandor inflation, members noted that while
would be restrained a bit by the tighterstatistical and anecdotal information
terms and conditions that were nowpointed to persistently tight labor mar-
imposed by many types of lenders andkets in much of the nation, price infla-
by the anticipated waning of positivetion remained subdued. Indeed, even
wealth effects stemming from earlierthough the recent evidence relating to
increases in equity prices. Pressures gorices was somewhat mixed, several
labor resources were likely to easeébroad measures of prices suggested that
somewhat as the expansion of economiimflation might be on a declining trend.
activity moderated, but inflation was In the course of the Committee’s dis-
projected to rise considerably over thecussion, the members gave considerable
year ahead in association with a partiahttention to recent financial develop-
reversal of the decline in energy pricesnents and their implications for the
this year. economic outlook. Financial markets
In the Committee’s discussion of cur-clearly had calmed markedly since the
rent and prospective economic developSystem’s easing actions in mid-October,
ments, members observed that indicahough they were still atypically vola-
tions of some moderation in the pace ofile. Risk spreads had narrowed substan-
the economic expansion were still quitdially and other measures of financial
limited, but they generally agreed thatmarket performance also suggested that
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risk aversion and the related desire foseemed quite possible, added increases
liquidity had diminished appreciably. in prices were not supported by robust
Markets for new issues had reopenethcreases in profits.

for many borrowers, and stock market Foreign economic and financial de-
prices had posted large gains. Nonetherelopments were another important
less, strains and weaknesses in financiaburce of downside risk and uncertainty.
markets had not disappeared—manyhe economic and financial turmoil
risk spreads were still at unusually highin Asia had spread to numerous other
levels—and the markets remained quit@ations around the world and to an
sensitive to unanticipated developmentsxtent to the United States. While eco-
Members also noted that the improvenomic weakness in many U.S. trading
ment in debt markets appeared to havpartners likely would continue to have
come to a halt most recently and thatdverse effects on net U.S. exports, the
renewed strains had emerged in somgotential extent of such weakness was
short-term debt markets, though the latsubject to considerable uncertainty as
ter probably were related in large meawere the associated repercussions on
sure to concerns about year-end preginancial markets. As they had at pre-
sures in the money markets. Indeedyious meetings, members referred to
efforts by lenders and borrowers to posinumerous anecdotal reports of height-
tion for year-end financial statementsned competition from foreign produc-
were likely to contribute considerablyers that was curbing the sales of many
to keeping market conditions unsettledlomestic manufacturers, notably in the
over coming weeks. Lending activity atsteel industry, and in some other indus-
banks had increased sharply in recerties and agriculture. Moreover, the low
months as many borrowers found othelevel of world oil prices, which appeared
sources of funds less receptive oto be importantly associated with dimin-
unavailable and turned to backup linesshed demand from Asian countries, was
for credit, but banks also had tightenedetarding production and reducing reve-
their credit terms and standards for mostues in the U.S. energy and related
new loans and lines of credit. As aindustries. On the positive side, mem-
result, financing generally had becoméers commented that economic and finan-
less available and more expensive focial conditions appeared to have sta-
higher-risk business borrowers. In lightbilized or improved a bit in a number of
of these developments, members beAsian nations, though the recession in
lieved that the continuing fragility of Japan showed little evidence of coming
financial markets and the increased scrie an end, and the outlook for Brazil
tiny of the credit quality of borrowers, seemed a little more promising. How-
though the latter was in some respects aver, economic and financial conditions
welcome development, posed a considn Brazil and a number of other coun-
erable downside risk to the expansiontries remained very fragile. The recent
The very recent behavior of equitydepreciation of the dollar, while perhaps
prices was difficult to explain satisfacto-putting some upward pressure on prices,
rily, and potential movements in thosewould damp the deterioration in net U.S.
prices posed risks on both sides of thexports.

most likely forecast: A future substan- In their review of recent and prospec-
tial increase would bolster wealth andive developments across the nation and
spending, but a sharp decline also coulth key sectors of the economy, mem-
not be ruled out—especially if, asbers referred to scattered indications of
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some slowing in private domestic finaldevelopment in that it would tend to
demands. In the important consumehold down overbuilding in some areas.
sector, however, evidence of weakenin@verall, capital expenditures would
growth in expenditures was quite lim-undoubtedly recover from their slight
ited. The most recent anecdotal reportdecline during the summer months, but
pointed to solid growth in most thoughthe outlook was for growth next year at
not all regions of the country, and retaila pace well below that experienced for
sales posted a strong advance in Oct@n extended period before mid-1998.
ber. Moreover, consumer sentimentHousing construction was expected to
remained at a high level, albeit below itsremain at a high level, buttressed by
peak earlier in the year according to attractive terms on new home mort-
recent survey. Members commentedgages, but housing activity appeared to
however, that the more moderate growtlhave peaked or declined slightly in some
in employment and incomes experi-regions.
enced recently likely would persist and The rapid buildup in inventories dur-
should result in reduced gains in coning the third quarter was not likely to
sumer expenditures next year, but thegontinue, but the timing and extent of
also noted that the extent of the decelthe expected moderation were largely
eration was subject to considerablainpredictable. It was noted in this
uncertainty. Some members referred toegard that while inventories appeared
reports from contacts in the retailingto have risen to uncomfortable levels in
industry who expressed some concersome industries, there was no evidence
about the potential for weaker retailof a general inventory overhang. Look-
sales after the holiday season. A signifiing ahead, the projected slowing in the
cant factor bearing on consumer spendgrowth of final sales, including the
ing would be the performance of theeffects of weak export markets, likely
stock market. The impetus from thewould reinforce business efforts to bring
wealth effects of rapidly rising sharethe growth of their inventories into
prices would wane if such prices were tdbetter alignment with that of their sales,
stabilize near current levels. and such a development should contrib-
With regard to business fixed invest-ute to the projected slowing in overall
ment, anecdotal evidence was accumweconomic activity in coming quarters. It
lating that many business firms, notablywas unclear at this point to what extent
in manufacturing, were scaling backyear 2000 concerns might stimulate
their planned capital outlays for the yeaextra inventory investment prior to the
ahead. Factors contributing to the proend of 1999.
spective deceleration in business capital In their review of developments bear-
expenditures included a weaker trend ifng on the outlook for inflation, mem-
profits over the past several quarters, bers commented that labor markets
related deterioration in business cashemained exceptionally tight, though
flows, and a large buildup in capacitythere was little evidence that they had
over the course of recent years. Memtightened further in recent weeks. Em-
bers also referred to indications ofployers were continuing to resist pres-
curtailed availability and more costly sures to grant unusually large wage
financing for some businesses, notablincreases, and the persistence of vigor-
for relatively speculative constructionous competition, including that from
projects. A number of members ob-Asian imports, was preventing most
served that the latter was a healthyusiness firms from passing cost
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increases through to prices. Indeed, theore concerned, however, about the
declining trend in profits in recent quar-risks stemming from the still sensitive
ters suggested that many firms werestate of financial markets, and in that
absorbing some of their rising laborregard many believed that a prompt pol-
costs to the extent that the latter werécy easing would help to ensure against
not offset by improvements in produc-a resurgence of severe financial strains.
tivity. Looking ahead, slower growth in A further easing move would complete
economic activity would tend to hold the policy adjustment to the changed
down pressures on wages and pricesconomic and financial climate that had
during 1999 and imports from Asianemerged since midsummer and would
and other depressed economies wouldrovide some insurance against any
continue to generate intense competitiomnexpectedly severe weakening of the
in many markets; but labor marketsexpansion. Most members saw little
remained tight, energy and commodityrisk that a modest easing would ignite
prices could well turn up after substan-inflationary pressures in the economy,
tial declines, and the recent depreciatiogiven the subdued behavior of inflation
of the dollar would lessen pressuresnd their outlook for economic activity.
from foreign competition. A number of Moreover, the easing could readily be
members expected that, on balancegversed if unexpected circumstances
inflation might be less favorable nextshould call for such an action. In this
year, though any deterioration in underview, the risks of inaction were greater
lying trends should be relatively lim-in terms of the potential financial con-
ited; others anticipated little change insequences and also could materialize
and possibly some further ebbing ofmuch sooner than the risks of stimulat-
price inflation, extending the subduedng greater inflation through the slight
behavior of a number of comprehensivesasing that was contemplated.
measures of prices. Some members indicated that in light
In the Committee’s discussion of pol-of continued robust economic growth,
icy for the intermeeting period aheadtight labor markets, and improving
nearly all the members indicated thafinancial conditions they had a prefer-
they could accept a proposal to reducence for awaiting further developments
the federal funds rate by a furtherthat might provide a stronger basis
25 basis points to an average 6hder- for an easing action. Some of these
cent. This policy decision was viewed asmembers expressed concern that easier
a close call by several members. Whilgeserve conditions would accommodate
the growth of the economy was expecte@ step-up in monetary growth that was
to slow appreciably over the year aheadalready quite rapid, with potentially
the expansion currently displayed onlyinflationary consequences later. None-
modest signs of moderating from whatheless, all but one of these mem-
seemed to be an unsustainable pacbers could endorse the decision to ease,
Moreover, many members saw somgiven the evident downside risks in the
risk that an easing move at this pointnternational situation, financial market
might trigger a strong further advance inuncertainty, the likelihood that inflation
stock market prices that would not bewould still be quite low, and the possi-
justified on the basis of likely future bility of reversing the action reasonably
earnings and could therefore lead to @romptly should circumstances warrant.
relatively sharp and disruptive market Given its decision to ease policy, the
adjustment later. The members wer&€ommittee favored a change to symme-
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try from the asymmetry toward easeAccount in accordance with the follow-
in its recent directives. A symmetricaling domestic policy directive:
directive was now felt to be appropriate

in light of the C_ommlttee S e?(pectatlon The information reviewed at this meeting
that further easing was not likely to beg,ggests some moderation in the expansion
needed over the months ahead unless economic activity from a brisk pace dur-
ongoing developments pointed to a moréng the summer months. Growth in nonfarm
substantial decline in the growth of eco-Payroll employment slowed appreciably in
nomic activity or further ebbing of infla- September and October; the civilian unem-

: . loyment rate remained nearf/Z percent.
tion than was currently anticipated. Thqondustrial production has declined slightly in

members recognized that the possiblgscent months. Business inventory accumu-
emergence of severe year-end pressurggion was sizable in the third quarter, and
in the money market might require somestock—sales ratios rose to uncomfortable lev-
temporary easing in reserve conditionsgls in some sectors strongly affected by the

but such a development did not seem t ation’s trade deficit. The nominal deficit on
.S. trade in goods and services widened

have a high pro.bab'“ty and could in aNYsomewhat in July—August from its second-
event be readily and properly accomyyarter average. Total retail sales rose
modated regardless of the bias in theharply in October after increasing only
directive. moderately in August and September. Resi-

At the conclusion of the Committee’sdential sales and building starts have

discussion, all except one member sug€mained quite strong, but below recent
peaks. Available indicators point to a pickup

p_o_rted a directive that called for CON-in pusiness capital spending after a lull in the
ditions in reserve markets that wouldird quarter, owing in part to a recovery
be consistent with a slight decrease ifrom the summer strike in the motor vehicle
the federal funds rate to an average ofidustry. Trends in various measures of
about 44 percent. These members alsd/ages and prices have been mixed in recent

;. Jmonths.
accepted a proposal to remove the biafy Most market interest rates have risen on

toward easing that,had been a_dopte‘?' Bhiance since the meeting on September 29
the previous meeting. Accordingly, iNthough yields on the bonds of lower-rated
the context of the Committee’s long-runfirms have declined. The Board of Gover-
objectives for price stability and sustain-nors approved a reduction in the discount
able economic growth, and giving carefate from 5 to 4. percent on October 15.

; ; PP 1 Share prices in U.S. and global equity mar-
ful consideration to economic, flnanc"”u’kets have remained volatile but have posted

and monetary developments, the CoMsj,ape gains on balance over the intermeet-
mittee decided that a slightly higher fed-ing period. In foreign exchange markets, the
eral funds rate or a slightly lower federaltrade-weighted value of the dollar declined
funds rate would be acceptable durmoderately over the period in relation to
ing the the intermeeting period. A staffother major currencies; it also fell somewnhat

analysis prepared for this meeting Sugl_n terms of an index of the currencies of

o other countries that are important trading
gested that the reserve conditions COMsariners of the United States.

templated by the Committee were ||ke|y M2 and M3 have posted very |arge gains
to be consistent with some moderationn recent months, reflecting the effects of
in the growth of M2 and M3 over the recent System easing actions on market
months ahead. interest rates and shifts of funds by house-

olds out of investments in equities and
The Federal Reserve Bank of Ne ower-rated corporate debt. For the year

York was authorized and directed, untikyr5ygh October, both aggregates rose at
instructed otherwise by the Committeerates well above the Committee’s ranges for
to execute transactions in the Systernthe year. Expansion of total domestic non-
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financial debt has moderated slightly intion risked fueling an unsustainably
recent months after a pickup earlier in thestrong growth rate of domestic demand.
year. He expressed concern that the exces-

The Federal Open Market Committee_. | id rat f th of th
seeks monetary and financial conditions that' V&' rapid rates ot growtn ot the mone-

will foster price stability and promote sus-tary and credit aggregates were incon-
tainable growth in output. In furtherance ofsistent with continued low inflation.

these objectives, the Committee reaffirmedvioreover, any further monetary expan-
at its meeting on June 30-July 1 the rangesjon in response to economic weakness

it had established in February for growth ; ; _
of M2 and M3 of 1 to 5 percent and 2 to abroad could ultimately have a disrupt

6 percent respectively, measured from thé9, influence on domestic prosperity if

fourth quarter of 1997 to the fourth quarterPolicy were forced to reverse course at
of 1998. The range for growth of total a later date to defend the purchasing
domestic nonfinancial debt was maintainegpower of the dollar.

at 3 to 7 percent for the year. For 1999, the

Committee agreed on a tentative basis to set

the same ranges for growth of the monetariRenewal of Reciprocal Currency

aggregates and debt, measured from thArrangements with the Banks of
fourth quarter of 1998 to the fourth quartercanada and Mexico

of 1999. The behavior of the monetary
aggregates will continue to be evaluated iMThe Committee voted unanimously to
trt]eb'lll'?ht of progress igw_ard [Drice 'evec'jreauthorize Federal Reserve participa-
stability, movements in their velocities, and,. "~ ;
developments in the economy and financia);on in the North A.me”cf”‘” Framework
markets. greement, e_stabllshed_ln 1994, and the
In the implementation of policy for the associated bilateral reciprocal currency
immediate future, the Committee seeks con{“swap”) arrangements with the Bank
ditions in reserve markets consistent withof Canada and the Bank of Mexico.
decreasing the federal funds rate to an avefrhege arrangements, which predated the

age of around % percent. In the context :
of the Committee’s long-run objectives forNorth American Framework Agreement,

price stability and sustainable economidVere linked into a trilateral facility in
growth, and giving careful consideration toconnection with the establishment of
economic, financial, and monetary developthe North American Financial Group in
ments, a slightly higher federal funds rate1994 to facilitate consultation and coop-
or a slightly lower federal funds rate would aration among the three countries in the

be acceptable in the intermeeting period . .
The contemplated reserve conditions ar@rea of macroeconomic policy as an

expected to be consistent with some moder2utgrowth of the increasing integration
tion in the growth in M2 and M3 over com- Of those economies expected to result

ing months. from the North American Free Trade

Agreement.

Votes for this action: Messrs. Green- Owing to the formation of the Euro-
span, McDonough, Ferguson, Gramlich

Hoenig, Kelley, Meyer. Ms. Minehan, pean CentraI.Bank and _in light of
Mr. Poole, and Ms. Rivlin. Vote against 15 years of disuse, the bilateral swap

this action: Mr. Jordan. arrangements of the Federal Reserve
with the Austrian National Bank, the
Mr. Jordan dissented because he beéNational Bank of Belgium, the Bank
lieved that the two recent reductions inof France, the German Federal Bank,
the federal funds rate were sufficienthe Bank of Italy, and the Netherlands
responses to the stresses in financi@ank were jointly deemed no longer
markets that had emerged suddenly ito be necessary in view of the well
late August. An additional rate reduc-established present-day arrangements
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for international monetary cooperation.operations were amended to read as
Accordingly, it was agreed by all the follows:

bilateral parties to allow them to lapse.

Similarly, it was jointly agreed to allow 1. The Federal Open Market Committee
the bilateral swap arrangements betwe?thorlzes and directs the Federal Reserve

. ank of New York, to the extent neces-
the Federal Reserve and the Nation ary to carry out the most recent domestic

Bank of Denmark, the Bank of England,ojicy directive adopted at a meeting of the
the Bank of Japan, the Bank of Norway,Committee:

the Bank of Sweden, the Swiss National (b) To buy U.S. Government securities,
Bank, and the Bank for InternationalObligations that are direct obligations of, or
Settlements to lapse in light of theirf“”y guaranteed as to principal and interest

. , any agency of the United States, from
disuse and present day arrangements fggaler}s/ fgr tﬁle account of the Federal

international monetary cooperation. Reserve Bank of New York under agree-
ments for repurchase of such securities or
obligations in 60 calendar days or less, at
R . rates that, unless otherwise expressly autho-
Authorization f_OI‘ Domestic Open rized by the Committee, shall be determined
Market Operations by competitive bidding, after applying rea-
. sonable limitations on the volume of agree-
On the recommendation of the Managefments with individual dealers; provided that
the Committee voted unanimously toin the event Government securities or agency
amend the authorization for domestidssues covered by any such agreement are
open market operations o extend thgotepurchased by the decler pursua 4 the
maximum maturity of System repur- sold in the market or transferred to the Sys-
chase agreements from 15 calendar daygsn, Open Market Account.
to 60 calendar days. The purpose of 3. Inorder to ensure the effective conduct
the expanded authority was to enhancef open market operations, while assisting
the flexibility of the Manager in meet- in the provision of short-term investments
ing reserve-supplying objectives durindgr foreign and international accounts main-

. ained at the Federal Reserve Bank of
periods of pronounced seasonal needgy,, York, the Federal Open Market Com-

notably those associated with themittee authorizes and directs the Federal
year-end. Subject to the Committee’Reserve Bank of New York (a) for System
approval, the Manager would initiate theOpen Market Account, to sell U.S. Govern-
System’s use of extended-term repurMent securities to such foreign and inter-
chase agreements ahead of the comir\%gt'onal accounts on the bases set forth in

= ragraph 1(a) under agreements providing
year-end, and he anticipated that SUCR, the resale by such accounts of those

use could prove to be especially advansecurities within 60 calendar days on terms
tageous in late 1999 to the extent thatomparable to those available on such trans-
year 2000 concerns generated accentgctions in the market; and (b) for New York

ated seasonal demand for currency. I§ank account, when appropriate, to under-

L il ake with dealers, subject to the conditions
addition, the availability of the extendEdimposed on purchases and sales of securities

funding could help to allay concerns inj, paragraph 1(b), repurchase agreements in
the federal funds market about the cost.S. Government and agency securities, and
of financing during periods of peak seato arrange corresponding sale and repurchase

sonal pressures, with favorable effect§greements between its own account and
on the market’s functioning foreign and international accounts main-

. . tained at the Bank. Transactions undertaken
Accordingly, effective November 17, with such accounts under the provisions of
1998, paragraphs 1(b) and 3 of thenis paragraph may provide for a service fee

authorization for domestic open marketvhen appropriate.
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It was agreed that the next meeting of
the Committee would be held on Tues-
day, December 22, 1998.

The meeting adjourned at 1:25 p.m.

Normand Bernard
Deputy Secretary

After the meeting, the following press
release was issued:

The Federal Reserve today announced the
following set of policy actions:

» The Board of Governors approved a reduc-
tion in the discount rate by 25 basis points
from 4%, percent to 42 percent.

» The federal funds rate is expected to fall
25 basis points from around 5 percent to
around &4 percent.

Although conditions in financial markets
have settled down materially since mid-
October, unusual strains remain. With the
75 basis point decline in the federal funds
rate since September, financial conditions
can reasonably be expected to be consistent
with fostering sustained economic expan-
sion while keeping inflationary pressures
subdued.

In taking the discount rate action, the
Board approved requests submitted by the
Boards of Directors of the Federal Reserve
Banks of New York, Philadelphia, and
Dallas. The discount rate is the interest rate
that is charged depository institutions when
they borrow from their district Federal
Reserve Banks.

Meeting Held on
December 22, 1998

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, December 22, 1998, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman

Mr. Ferguson
Mr. Gramlich
Mr. Hoenig
Mr. Jordan
Mr. Kelley
Mr. Meyer
Ms. Minehan
Mr. Poole
Ms. Rivlin

Messrs. Boehne, McTeer, Moskow, and
Stern, Alternate Members of the
Federal Open Market Committee

Messrs. Broaddus, Guynn, and Parry,
Presidents of the Federal Reserve
Banks of Richmond, Atlanta, and
San Francisco respectively

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

Ms. Fox, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

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

Ms. Browne, Messrs. Cecchetti,
Hakkio, Lindsey, Simpson,
Sniderman, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

Ms. Johnson, Director, Division of
International Finance, Board of
Governors

Messrs. Alexander and Hooper,
Deputy Directors, Division of
International Finance, Board of
Governors

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

Mr. Reinhart, Deputy Associate
Director, Division of Monetary
Affairs, Board of Governors
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Ms. Low, Open Market Secretariat ber 21, 1998. By unanimous vote, the
Assistant, Division of Monetary  Committee ratified these transactions.
Affairs, Board of Governors The Committee then turned to the

Ms. Pianalto, First Vice President, _economic and financial outlook_and the
Federal Reserve Bank of implementation of monetary policy over
Cleveland the intermeeting period ahead. A sum-

mary of the economic and financial

Messrs. Beebe, Eisenbeis, Goodfriend,information available at the time of the
Hunter, Lang, and Rolnick, Senior meeting and of the Committee’s dis-

Vice Presidents, Federal Reserve . . .
Banks of San Francisco, Atlanta, CUSSion is provided below, followed

Richmond, Chicago, Philadelphia, by the domestic policy direct_ive that
and Minneapolis respectively was approved by the Committee and
issued to the Federal Reserve Bank of
Mr. Gavin and Ms. Perelmuter, Vice  New York.
Presidents, Federal Reserve Banks The information reviewed at this
of St. Louis and New York .
respectively meeting suggested that the economy h.ad
continued to expand at a brisk pace in
Mr. Duca, Assistant Vice President, ~ recent months. Domestic final demand
Federal Reserve Bank of Dallas had remained robust, and production
and employment had recorded further
By unanimous vote, the minutes ofsolid gains. Trends in various measures
the meeting of the Federal Open Markebf wages and prices had been mixed in
Committee held on November 17, 1998recent months.
were approved. Nonfarm payroll employment rose
The Manager of the System Operstrongly in November after having re-
Market Account reported on recentcorded reduced increases in September
developments in foreign exchange marand October. Job gains were widespread
kets. There were no open market operan November; hiring in the services
tions in foreign currencies for the Sys-industries remained brisk, construction
tem’s account in the period since thepayrolls surged further, and retail
previous meeting, and thus no vote wasmployment rebounded after a lacklus-
required of the Committee. ter rise in October. In sharp contrast
By unanimous vote the Committeeto the general job picture, employment
amended the Authorization for Foreignin manufacturing continued to drop.
Currency Operations to add the euro tdhe civilian unemployment rate fell to
the list of foreign currencies in which 4.4 percent in November.
the Federal Reserve Bank of New York Total industrial production declined
is authorized to conduct open markesomewhat in November in association
operations. The Desk’s holdings of Gerwith a weather-related drop in utilities
man marks will automatically be con-output and persisting weakness in min-
verted to euros when that currency isng activity. Manufacturing output was
introduced on January 1, 1999. unchanged in November after a con-
The Manager also reported on develsiderable increase in October. Produc-
opments in domestic financial marketgion in high-tech industries recorded
and on System open market transactioriarge gains over the October—November
in government securities and federaperiod, the output of construction sup-
agency obligations during the periodplies climbed rapidly, and consumer
November 17, 1998, through Decem-goods manufacture expanded briskly.
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However, production of motor vehiclesin October after having declined for two
and parts was unchanged on balanamonths, and a sizable backlog of orders
over the two months and materials outfor communications equipment sug-
put continued to decline, with the irongested that the downturn in shipments in
and steel industry registering particu-October after a September surge would
larly large decreases. The utilization ofbe shortlived. In addition, outlays for
manufacturing capacity dropped oveheavy trucks reached record levels and
the October—November period to itsexpenditures for aircraft were well
lowest level in more than five years.  maintained. In the nonresidential sector,
Strength in consumer spending perbuilding activity remained soft in Octo-
sisted in October and November, withber. Office construction picked up fur-
retail sales rising sharply in bothther in response to falling vacancy rates
months. Increases in sales of motoand rising rental costs, but other build-
vehicles and other durable goods wereng activity continued sluggish, and
particularly large, but expenditures foravailable data on new contracts pointed
nondurable goods also recorded sizto persisting weakness.
able advances. Supported by continu- Business inventory accumulation
ing gains in disposable income and thelowed appreciably in October after a
rebound in the stock market, consumesizable rise in the third quarter. In manu-
confidence remained at a relativelyfacturing, however, the pace of stock-
favorable level, though noticeably be-building picked up in October from a
low the peak reached earlier in the yearslow rate in the third quarter, and the
The residential housing sector continstock—shipments ratio remained in the
ued to surge, as single-family housingupper portion of its narrow range over
starts registered another strong advandbe past year. In the wholesale sector,
in November and sales of new homesnventories declined somewhat in Octo-
remained at a very high level. Unseasorber following a large increase in the
ably favorable weather over much of thethird quarter; much of the reduction was
country evidently contributed to thatin farm products. The inventory—sales
performance. Nonetheless, the low levetatio for the wholesale sector was still at
of mortgage rates and a record high irthe top of its range over the past year.
an index of consumer assessments detail inventory accumulation in Octo-
homebuying conditions in Novemberber was near the modest pace of the
suggested that strength in single-familythird quarter, and the inventory—sales
housing might continue for a time.ratio was slightly below its range over
Multifamily housing starts in October the preceding twelve months.
and November were slightly above the The nominal deficit on U.S. trade in
average for earlier in the year, and pergoods and services in October was little
mits for new projects had been risingchanged from its September level but
recently. was slightly smaller than its average for
Business fixed investment appearethe third quarter. The value of exports
to have rebounded from a small decreaseas up considerably in October from its
in the third quarter that had been assahird-quarter average; the largest gains
ciated in part with a strike-related dropwere in machinery, agricultural prod-
in business purchases of motor vehiclescts, and industrial supplies. The value
and persisting weakness in nonresidersf imports also rose in October. The
tial construction. Shipments of officerise in imports was spread across all
and computing equipment rose sharplynajor trade categories, with the largest
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increases being in capital goods and oil. At its meeting on November 17,
The limited information available for 1998, the Committee adopted a directive
the fourth quarter suggested that théhat called for implementing conditions
Japanese economy remained mired im reserve markets that were consistent
recession and that the pace of economigith a one-quarter percentage point
growth in most of the other major indus-decrease in the federal funds rate to an
trial countries was slowing. Activity in average of around 34 percent. The
most of the Asian developing econo-Committee also decided that moving to
mies remained depressed, though thewe symmetric directive would be appro-
were signs that activity in some waspriate, given that further easing likely
nearing a trough and that growth inwould not be needed over the months
China and Taiwan had picked up someahead unless unexpected developments
what. In contrast, economic conditionswere to point toward a more substantial
in most Latin American economies hadweakening in the growth of economic
worsened considerably in recent monthsactivity or to less inflation than was
Consumer price inflation remainedcurrently anticipated. The reserve condi-
subdued in November, with both thetions associated with this directive were
overall index and the index excludingexpected to be consistent with some
food and energy items rising at the samenoderation in the growth of M2 and M3
relatively low rates as in October. Forover the months ahead.
the twelve months ended in November, Open market operations immediately
the increase in core consumer priceafter the meeting were directed toward
was a little larger than in the previousimplementing the desired slight easing
twelve-month period, reflecting slightly in the degree of pressure on reserve
bigger advances in the prices of bottpositions, and through the remainder of
commodities and services. A similarthe intermeeting period the Manager
pattern was evident in producer pricesought to maintain that easier stance.
of finished goods other than food andThe federal funds rate remained very
energy; core producer prices continuedlose to its intended lower level on aver-
to rise at a low rate in November, andage, and most other short-term market
the increase in these prices in the twelveates registered small mixed changes.
months ended in November was somekonger-term Treasury rates declined
what larger than in the previous twelve-somewhat in response to a weaker out-
month period. In contrast, prices forlook for foreign economic activity and
crude and intermediate materials conthe potential damping effect of lower
tinued their downward trend in bothcommodity prices on inflation. Share
the October—November period and therices in U.S. equity markets remained
twelve months ended in Novembervolatile but posted substantial increases
Growth in average hourly earnings ofon balance over the intermeeting period.
production or nonsupervisory workers In foreign exchange markets, the
had slowed over recent months to drade-weighted value of the dollar fell
modest rate in October and Novemslightly over the intermeeting period in
ber. While the deceleration in hourlyrelation to other major currencies and
earnings was relatively widespreadalso in terms of an index of the curren-
across industries, and most pronouncecies of other countries that are important
in manufacturing, wages continued tarading partners of the United States.
accelerate in the services industries an@oncerns about the vulnerability of
in finance, insurance, and real estate. U.S. markets to financial difficulties in
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Brazil and uncertainty generated by thelurable goods, housing, and business
impeachment proceedings were said tmvestment, as well as merger and acqui-
weigh on the dollar at times. The dol-sition activity.
lar's larger decline against the Japanese The staff forecast prepared for this
yen than against the German mark ancheeting pointed to considerable slowing
other European currencies may havén the expansion of economic activity
stemmed from a disparity in interest ratén the year ahead to a pace somewhat
movements in those countries; longbelow the estimated growth of the
term interest rates rose in Japan, partlgconomy’s potential. However, the
in anticipation of heightened financingexpansion was expected to pick up later
requirements associated with furtheto a rate more in line with that potential.
fiscal stimulus, while European interestSubdued expansion of foreign economic
rates fell in response to cuts in officialactivity and the lagged effects of the
interest rates and weaker-than-expecteghrlier rise in the foreign exchange value
economic data. Financial conditionsof the dollar were expected to place
affecting emerging market economiesontinuing, albeit diminishing, restraint
continued to improve for a time after theon the demand for U.S. exports for some
Committee eased monetary policy at itperiod ahead and to lead to further sub-
November 17 meeting, but that trendstitution of imports for domestic prod-
was subsequently reversed after Brazil'sicts. In addition, growth in private final
legislature decided to reject a key fiscalemand would be restrained to some
reform measure. extent by the tighter terms and condi-
M2 and M3 had continued to expandtions that were now being imposed by
rapidly in recent months, althoughmany types of lenders, by the antici-
incoming data indicated that growth wagpated waning of positive wealth effects
slowing somewhat in December. Thestemming from earlier large increases
continued strength of M2 in Novemberin equity prices, and by the buildup of
reflected the reduction in its opportu-stocks of consumer durables, housing
nity cost as a result of recent easingsinits, and business capital goods. Pres-
of monetary policy, greater growth ofsures on labor resources were likely to
liquid deposits in association with heavyease slightly as the expansion of eco-
mortgage refinancing activity, and brisknomic activity moderated, but inflation
demand for U.S. currency both at homavas projected to rise noticeably over the
and abroad. M3 growth was bolstered/ear ahead, largely in association with a
by further large flows into institution- partial reversal of the decline in energy
only money market funds and additionalprices this year.
RP financing in association with hefty Inthe Committee’s discussion of cur-
acquisitions of securities by banks. Forent and prospective economic condi-
the year through November, both aggretions, members commented that mod-
gates rose at rates well above the Conerate growth at a pace close to the
mittee’s annual ranges. Total domestieconomy’s potential remained a reason-
nonfinancial debt had expanded irable expectation for the year ahead. The
recent months at a pace somewhat aboveembers recognized, however, that such
the middle of its range. Continued pay-a projection was subject to an unusually
downs of debt by the federal govern-wide range of uncertainty in both direc-
ment were more than offset by appretions. On the upside, they emphasized
ciable growth of private demands forthe marked resilience and persisting
credit to finance strong spending orstrength of private domestic demand,
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which had kept the economy expandingexpectations of somewhat slower
at a faster pace than most had anticigrowth in employment and incomes and
pated. In addition, members commentethe prospect that increases in financial
that domestic financial conditions,wealth would moderate or even end at
including the rebound in stock marketsome point. Members also referred to
prices, currently were supportive of fur-the possibility that the very low saving
ther expansion in aggregate demandate would tend to limit increases in
and in that regard several noted the coreonsumer spending, but they noted that
tinued rapid growth of the broad mone-high levels of consumer confidence and
tary aggregates. Still, domestic financialvealth along with low interest rates
markets remained unusually sensitiveshould help to sustain at least moderate
and subject to relatively pronouncedgrowth in coming quarters.
adjustments to unanticipated develop- Forecasts of business investment
ments that could have substantial effectspending pointed to appreciable decel-
on confidence and economic activity.eration in the year ahead after very rapid
The external sector continued to repreincreases in recent years. Among the
sent a major source of downside riskfactors cited in support of a slowing
the economies of several industrialuptrend were the anticipated slower
countries seemed to be weakening angrowth in overall demand and the large
the outlook for several key emergingcumulative buildup of business capital
market economies remained in doubtthat had resulted in comparatively sub-
with a further loss of confidence anddued pressures on capacity. Forecasts of
contagion from the latter a continuingreduced growth in business expendi-
threat. With regard to the outlook fortures tended to be supported by anec-
inflation, members reported that labomdotal reports that many business firms
markets were extraordinarily tightwere planning to trim their capital out-
across the nation, but they saw onlyays during the year ahead. Perhaps the
limited evidence of accelerating wageslower growth in corporate earnings,
increases and little or no evidence ofwhich had been evident since earlier in
rising inflation in broad measures ofthe year, and reduced cash flows were
prices. Several commented, howevelheginning to exert some restraint on
that the risks of inflation appeared to bebusiness capital spending. Some mem-
tilted to the upside, given the continuingbers observed, however, that there was
strength of the domestic expansion antttle evidence thus far of any decelera-
accommodative financial conditions.  tion in business equipment expenditures
In their review of developments inand that the persistence of tight labor
various parts of the country and majomarkets should continue to encourage
industries, members referred to widevelatively rapid growth in labor-saving
spread evidence of high levels andusiness capital.
strong growth of overall domestic pro- Housing activity had displayed a great
duction and demand, but also to theleal of strength in recent months accord-
continued retarding effects of the for-ing to both anecdotal and statistical
eign trade sector on agriculture andeports at this meeting. Comparatively
manufacturing and extractive industrieswarm weather had extended the build-
Growth in consumer spending wasng season in several areas, while rising
expected to moderate over coming quarncomes and low interest rates had con-
ters from a very robust pace. Factorsinued to stimulate housing demand.
contributing to this assessment includeome retrenchment in housing activity
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from currently high levels seemed likelypressures on resources and foster rela-
over coming quarters, given the recentively subdued price inflation in the con-
large additions to the stock of housingext of robust productivity growth and
units and some anticipated deceleratioample industrial capacity. Members who
in the growth of jobs and incomes. viewed the risks as tilted mainly to the
Members viewed the foreign sector asipside commented that the effects of
likely to exert a smaller negative effectthe anticipated reversal of a number of
on domestic growth in the year aheadfactors—including the declines in oll
This view was based on the expectatiomnd commodity prices and restrained
of some stabilization or improvement inincreases in health care costs—that had
foreign financial markets and econotended to hold down overall inflation
mies. In addition, the foreign exchangemight turn out to be more pronounced
value of the dollar had been decliningthan was currently forecast. Moreover,
in recent months, and the effects of itainderlying cost and price pressures
earlier appreciation on the trade balmight emerge more rapidly under
ance would be waning. However, theysuch circumstances, especially if over-
recognized that net exports could turrall demand continued to outpace the
out to be substantially more negativegrowth of potential. Some members also
than the modal forecast, given the perreferred to the potential inflationary
sistence of very fragile financial andeffects over time of the continuation
economic conditions in several largeof quite rapid monetary growth. On bal-
emerging economies, continued weakance, however, the members generally
ness in the Japanese economy, and qudslieved that prospective trends in over-
tions about the prospective strength oéll economic activity and the persistence
economic activity in other industrial of strong competitive pressures in most
nations. As recent experience had denmarkets, including the effects of foreign
onstrated, a crisis in one or a group otompetition, were likely in the context
important financial markets and econoof now firmly embedded expectations of
mies could spread rapidly around thdow inflation to moderate any tendency
world. for price inflation to accelerate over the
The outlook for inflation remained year ahead.
favorable, though some members re- Inthe Committee’s discussion of pol-
ferred to a number of upside risksicy for the intermeeting period, all the
going forward. For now, however, theremembers agreed on the desirability of
were few signs of rising price inflation maintaining an unchanged policy stance.
despite widespread indications of veryThe System’s policy easing actions
tight labor markets, including reports ofsince late September had helped to stabi-
further tightening in some areas. Indeedjze a dangerously eroding financial situ-
the most recent wage and price datation, and current financial conditions as
were encouraging. Increases in corgvell as underlying economic trends sug-
measures of prices were limited, andjested that needed policy adjustments
sizable declines in oil and commodityhad been completed. For now at least,
prices should help to moderate inflatiormonetary policy appeared to be consis-
going forward, in part by holding down tent with the Committee’s objectives
inflation expectations. Looking beyondof fostering sustained low inflation and
the nearer term, current forecasts sudigh employment. Accordingly, the
gested that moderating growth in overallCommittee had entered a period where
economic activity would tend to limit vigilance was called for but where the



204 85th Annual Report, 1998

direction and timing of the next policy With regard to the proposed deletion,
move were uncertain. some felt it was desirable for the central
As already noted, Committee mem-bank to retain a reference to money in
bers saw risks on both sides of theithe operating paragraph; more members
forecasts. Persistently strong demandupported the deletion on the ground
and increasingly supportive conditionsthat, as had been explained to the Con-
in debt and equity markets suggested thgress, money growth had not had any
possibility of rising inflation pressures.special significance for some time in the
But greater disturbances abroad, espéermulation of monetary policy owing
cially if they were to be transmitted toto often unexplained and unexpected
domestic financial markets, could exerthanges in velocity. The rewording of
considerable restraint on the domestithe sentence on symmetry and the dele-
economy. Fortunately, with low infla- tion of the sentence on money were not
tion, if not price stability, increasingly intended to imply any change in policy
embedded in expectations, the Commiter the Committee’s approach to policy
tee would have time to react to poten-or its decisionmaking.
tial inflationary pressures. In the event At the conclusion of the Committee’s
of downward shocks to the expansiondiscussion, all the members supported a
prompt action to ease policy would bereworded directive that called for main-
needed, but such shocks could not b&ining conditions in reserve markets
anticipated at this point. Against thisthat were consistent with an unchanged
background, all the members indicatedederal funds rate of about¥4 per-
that they were in favor of retaining thecent and did not contain any bias with
symmetry in the existing directive. respect to the direction of possible
Before its vote on policy at this meet-adjustments to policy during the inter-
ing, the Committee discussed the wordmeeting period.
ing of the operating paragraph of the The Committee then voted to autho-
directive, building on progress maderize and direct the Federal Reserve Bank
toward a consensus at previous meetf New York, until it was instructed
ings. Attention focused in part on pro-otherwise, to execute transactions in the
posed new wording to describe the posSystem Account in accordance with the
sibility of intermeeting actions. There following domestic policy directive:
were minor differences about specific
wording, but no strongly held opinions, tpe information reviewed at this meeting
and all the members agreed that the newggests that the economy has continued to
wording preferred by a majority of the expand at a brisk pace in recent months.
members represented an improvemerirowth in nonfarm payroll employment was
over the traditional language in that itStrong in November, after more moderate

. ains in September and October, and the
would communicate more clearly andgivilian unemployment rate fell to 4.4 per-

SUC,C'”C“Y the substance of the CommMitgen: ~Total industrial production declined
tee’s policy decisions. The Committeesomewhat in November, but manufacturing
also discussed deleting the last senten@eitput was stable and up considerably from
in the operating paragraph relating tdhe third-quarter pace. Business inventory

the outlook for the growth of money; accumulation slowed appreciably in October
: : . | after a sizable rise in the third quarter. The
another paragraph in the directive WOUICﬁominal deficit on U.S. trade in goods and

continue to report the long-run rangeSeryices narrowed slightly in October from
for such growth that the Federal Reserv@s third-quarter average. Total retail sales

Act requires the Committee to establishrose sharply in October and November, and
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housing starts were strong as well. Availablegently available, the Committee believes that

indicators point to a considerable pickup inprospective developments are equally likely

business capital spending after a lull in thao warrant an increase or a decrease in the
third quarter. Trends in various measures ofederal funds rate operating objective during

wages and prices have been mixed in recefihe intermeeting period.

months.

Most short-term interest rates have Votes for this action: Messrs. Green-
changed little on balance since the meeting span, McDonough, Ferguson, Gramlich,
on November 17, but longer-term rates have Hoenig, Jordan, Kelley, Meyer, Ms. Mine-
declined somewhat. Share prices in equity han, Mr. Poole, and Ms. Rivlin. Votes
markets have remained volatile and have against this action: None.
posted sizable gains on balance over the
intermeeting period. In foreign exchange
markets, the trade-weighted value of thgy; i
dollar has declined slightly over the periodq:)ISdosure Policy

in relation to other major currencies and iNnThe members also discussed various

terms of an index of the currencies of othetqq o5 relating to the timing and manner
countries that are |mp0rtant tradlng partners . . .
of the United States. of releasing information about the Com-

M2 and M3 have posted very |argemitteeys pOllcy deCiSionS. A range Of
increases in recent months. For the yeaviews was expressed, as at earlier meet-
through November, both aggregates rose ahgs, on the desirability of releasing a
rates well above the Committee’s annuaktatement routinely not only after those
ranges. Total domestic nonfinancial debt haFneetings at which there was a change in

expanded in recent months at a pace SOMere ot f policy but al ft t
what above the middle of its range. € stance or policy but also arter meet-

The Federal Open Market CommitteeindS Where the Committee altered its
seeks monetary and financial conditions thatiew of the direction of possible policy
will foster price stability and promote sus-actions during the intermeeting period.
tainable growth in output. In furtherance of\jembers who favored more announce-
these objectives, the Committee reafflrmeqlnents believed that such disclosure,

at its meeting on June 30-July 1 the rangeB idi inf . h
it had established in February for growthPY Providing more information on the

of M2 and M3 of 1 to 5 percent and 2 to Committee’s views of the risks in

6 percent respectively, measured from théhe economic outlook, generally would
fourth quarter of 1997 to the fourth quarterallow financial market prices to reflect
of 1998. The range for growth of total more accurately the likely future stance

domestic nonfinancial debt was maintaine .
at 3 to 7 percent for the year. For 1999, thg)f monetary policy. However, other

Committee agreed on a tentative basis to sép€mbers were concerned that such
the same ranges for growth of the monetar@nnouncements often would provoke
aggregates and debt, measured from thaarket reactions. As a consequence, the
fourth quarter of 1998 to the fourth quarterCommittee would become less willing
of 1999. The behavior of the monetaryig change the symmetry in the directive,

aggregates will continue to be evaluated i ; ; : :
the light of progress toward price Ievelrindapr“ﬁy of m&medlate release_mlght
stability, movements in their velocities, andtN€refore have adverse repercussions on

developments in the economy and financialhe Committee’s decisionmaking. None-

markets. _ theless, the members decided to imple-
To promote the Committee’s long-runment the previously stated policy of

objectives of price stability and sustannablerebasing, on an infrequent basis, an

economic growth, the Committee in the : ; .
immediate future seeks conditions in reservi nnouncement immediately after certain

markets consistent with maintaining the fed"OMC meetings when the stance of
eral funds rate at an average of aroundnonetary policy remained unchanged.
4%, percent. In view of the evidence cur-Specifically, the Committee would do so
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on those occasions when it wanted tevould evaluate later whether further
communicate to the public a major shiftchanges in its approach to disclosures
in its views about the balance of risks omwould be desirable.

the likely direction of future policy. It was agreed that the next meeting
Such announcements would not be madef the Committee would be held on
after every change in the symmetry ofTuesday—Wednesday, February 2-3,
the directive but only when it seemed1999.

important for the public to be aware The meeting adjourned at 12:55 p.m.
of an important shift in the members’

views. On the basis of experience with Donald L. Kohn
such announcements, the Committee Secretary
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