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Derinmon A, Dernnmmon Af,

Cocfficient t-Value Cocfficiecnt  t-Value

- .0005 37 .000% K3
095 5.06 .130 5.39
185 8.96 234 8.59
216 8.98 247 7.05
209 6.27 197 4.05
176 4.46 REE 2.03
091 2.25 014 26
039 1.10 -.028 .59
029 104 004 14

742 677

1.628 1.502

1.040 969

NoTt.—The dependent variable is Dv, , the change in the nominal interest rate during quarter i; the interest
vate 13 the quarneriv bill-brokerage rate; A(l — o) = change in the rate of eacens flow suppiv of Mmonev
duriog t =4 1m0, ), .00y 7; T = sum of coeflicrents.
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The linkage in the popular mind betweén monetary discipline and high interest rates,
as a historical generalization, is simply wrong. Look around the world: it is the countries
that have been most successful in curbing monetary growth and inflation that have
the lowest interest rates. In Switzerland, to take the extreme, mortgage money in this
inflationary age is still available at 4.15 percent and the money supply has been growing
hardly at all.
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The Federal Reserve’s power over interest rates would be small even if it tried to con-

duct its policy in terms of interest rates rather than the money supply. Over short periods
of a few months and perhaps even quarters, to be sure, the Federal Reserve can influence
interest rates, particularly at the short end, by speeding up or slowing down the supply
of money and credit. Over longer periods, however, such actions are likely to be counter-
productive. Monetary action has effects on the price level. Faster growth of money
accelerates inflation. Inflation, as we have had adequate occasion to observe, raises
interest rates. With a lag of not many quarters, therefore, any effort by the Federal
Reserve to push down short-term interest rates by ‘increasing the growth of money
and credit likely would be followed by higher interest rates than before. The same general
principle applies on the downside.

Over long-term interest rates, the power of the Federal Reserve, like that of any other

central bank, is even smaller, .. ..
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