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CHAIRMAN OF THE S80ARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2033!

pgy 3 1877

The Honorable William Proxmire

Chairman

Committee on Banking, BHousing
and Urban Affairs

United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

In the letters of October 19 addressed to members of the
Federal Open Market Committee, you asked for their estimates of the
rate of growth in real GNP and the rate of change in prices over the
year ending with the third quarter of 1978, and for their estimates
of the level of employment and the unemployment rate at the end of
that period. This letter represents 2 joint response agreed upon by
the members of the FQIC,

Questions concerning projections by the F®MC of GNP, prices,
and employment have been raised repeatedly in receat years duriog Con-~
gressional hearings at which I and other members of the Federal Reserve
have testified. Our response has consistently been that while our staff
makes systematic numerical projections af such variables, the FQIC it-
self does not do so, nor do its individual members. We see no advantage
in undertaking such formal arithmetical exercises. However, when
requested to do so at Congressional hearings, I have presented in

mumerical terms my personal estimates of probable future developments
in GNP, employment, and so on.

As I mentioned in a colloquy with you during hearings on the
conduct of monetary policy in November 1975, "You in the Congress deal
wvith fiscal policy, which is a very clumsy, awkward instrument. We at
the Federal Reserve deal with monetary policy, which we can adjust
within a month, within a day, and even within an hour, For our pur-
poses, precise forecasts are not necessary; if we see we are not on

the track we'd like to be on, we can shift course. That's much more
difficult for the Congress...."
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The membhers of the FMC, of course, always strive for a
monetary policy that will contribute conmstructively to the satisfactory
performance of our econcmy. In the course of their monthly delibera-
tions they express at some length their views about the economic out-
look, and in so doing they take such account as they deem proper of
the quantitative projections prepared by the staff of the FQIC as well
as by others, both within and outside the Federal Reserve System. At
the October 18th meeting, when the members decided on growth ranges for
the monetary aggregates for the year ending with the third quarter of
1978, they followed their usual practice of discussing the outlock for
the economy at some length. Also as usual, they made mo attempt to
arrive at ¢ystematic pumerical prujections of GNP, prices, or employment.

As you know, about a month after each FMC meeting we publish
a report, entitled "Record of Policy Actions,” which coutains a full
description, in analytical form, of the FMC's discussion of the ecoromic
outlook and of its deliberations on monetary policy. The report for the
October meeting, which is now in preparation, will be released on
November 18. In view of the interest you have exsressed in the FQIC
members' views about prospects for the economy, we will be pleased to
send you--shortly before my testimony on November § at the Senate Bank-
ing Committee hearings--the portion of the QOctober report which records
the discussion of the economic cutlook. At those hearings I will, of
course, announce the Committee's presently projected growth ranges for
the monetary aggregates in the year ahead. The conclusions the Com-
pittee reached with respect to short-rum policy will be made public
on November 18, when the full report is released.

I trust that these arrangements will be agreeable to you.

Sincerely yours,

( ) Atwr F Bums
Arthur ¥, Burns



Authorized for public release by the FOMC Secretariat on 5/10/2021

TOuay g, peg mITET RN,

Sratmegil” ke,
SIS L, o Wlnited Sfates Henale

20, B, SARGANES, MO,
Pass. 8. pde COMMITTEE ON BANKING, HOUSING, ANO URBAN AFTAIRS
BOSTH &, #C LEAN, STASY OiseCTOR

SENONLAN 3. ICALLY, BUeOSITY TTAFP CingCTON WasMincron, D.C, 2318
Seany FRANCES O LA PAVA, Only CLINR

October 19, 1977

The Honorable Arthhr F. Bums
Chairman, Board of Governars of the
Federal Reserve

Washington, D.C. 20551
Dear Chaivman Burns:

last May I asked each metber of the Federal Open Market
Camittee to respond to questions I raised about the expected
grasth of the velocity of M-1 and M-2. I also asked whethsr
goals for maney stock growth would be adjusted if velocity
growth did not proceed to mest the exrectations expressed.

During the past six months, ﬂ:egzwthofM-landM—Z has
been substantially higher than the ranges of tolerance specified
by the Federal Open Market C:z'uutteaamvaIOClty has been lower
then might have been expected based an the experience of the last
few years. These changes underscore the tmcertainty betwe=en
rmoney and GP. They also indicate, at least implicitly, that
strict adherence to money growth targets previously specified
oould create very serious prcblems for the economy and that
the distinction between short and long nm growth of the
monetary aggregates must be recognized. At this juncture,
it is critically irportant that monetary policy decisions
are "camrensurate with the econamy's lag run potential
to increase production, so as to promote effectively the

- goals of maximm erployment, stable prices, and moderate
¢g= <, long-term interest rates."
[ 34

R As you Jmow, the Camittee on Banking, Housing and Urban
LN e Tl Affairs is responsible for oversight ard review of ronetary
o ois © o policy decisions of the Board of Gevermors and the Federal

“'5) & %225 Open Market Camittes and for reparting its findings to the

<. ‘G  Senate. The Camnittee will hold thres dzys of hearings an

an the growth of real G?, employ=sst 2nd prices.

(

(P
< ?_, ‘:é the conduct of monetary policy pursi=mt to House Concurrent
S~ Resolution 133 beginning oo Movesber 9. The adequacy of
e i - the monetary policy objectives and plans to be presented
to the Camittee by you cn Nove:rbn_r: 9 can only be judged
against the expscted effects that that pol.t.cy vill have
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Dr. Burns has, in the past, given the Camittes his own estimates
of the levels of real growth, inflation and uneployment that are
aomsistent with the FQC's ronetary growsth targets. In order for the
Camittes to exercise its cversight respensihilities, we also need to
know the estimates that each member of the FQMC has for thase economic
variables that ars consistent with the monetary and credit aggregate
cbjectives approved for the upcauing period. Aocardingly, I zm asking
you and each of the other merhers of tha Federal Open Market Camittee
to respand directly to the follawing questions:

1. vhat are your estimates for the rete of growth of real &P
far the yeaxr ending September 30, 1978, that is, third quarter 1977
to third quarter 1978.

2. Vhat are your estimates far the level of employrent and the
rate of wnerployrent by the end of the third quarter of 1978.

3. Vhat are your estimates for the rate of change in prices for
the year ending Septexber 30, 1978, that is third quarter 1977 to
third quarter 1978 as measursd by the implicit Q® deflator.

I am sure that you have given considerable thought to questioms
such as these in preparation for the FOMC maeting that was held on
Octaber 18. Therefore, I would hope that you can reply without delay
and that we will receive your respcnses at least ans wsek befare the
be%qmrﬁng of the Camittes's hearings an the cnduct of monetary
Po .

ALl best wishes.




