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THE CREDIBILITY OF THE WALL STREET JOURNAL IN REPORTING THE TIMING AND

DETAILS OF MONETARY POLICY EVENTS

I. INTRODUCTION

This paper answers questions raised about our use of the Wall Street

Journal in an earlier paper in which we estimated the effect of changes in

the federal funds rate target -- the Federal Reserve's policy instrument --

on market interest rates in the 1970s.1 In that paper we found that changes

in the funds rate target caused large movements in short-term interest rates

and smaller but significant movements in longer-term rates.

The period covered by the earlier paper began in late 1974 when the

Fed's control of the funds rate became so firm on a day to day basis that the

public was able to perceive most changes in the funds rate target on the day

they were first implemented. These perceived changes in the target were

consistently reported on the following business day in the Journal. We used

the Journal to compile a record of 76 changes in the target over the period

from September 1974 to September 1979. Table I reproduces the table from our

earlier paper showing the old and new funds rate targets on the day of

changes in the target, the midpoints of the old and new target ranges, and

the size of the target changes.

Two questions arise concerning the validity of this procedure. First,

how close is the match between our series and the actual changes in the

l'The Effect of Changes in the Federal Funds Rate Targets on Market
Interest Rates in the 1970s." Federal Reserve Bank of Richmond Working paper
1988-4.



Funds Bate Tarl

TABLE 1
FEDERAL FMIS RATE TARGET CHANGES a

rgets B±11 Bates

Date Day
13-Se-74 Fri
23-Sep-74 Mon
04-Oct-74 Fri
18-Oct-74 Fri
03-Dec-74 Tue
16-Dec-74 Mon
02-Jan-75 Thu
03-Jan-75 Fri
06-Jan-75 Mon
07-Jani-75 Tue
14-Jan-75 Tue
31-Jan-75 Fri
13-Feb-75 Thu
14-Feb-75 Fri
21-Feb-75 Fri
26-Mar-75 Ned
08-May-75 Thu
20-Jun-75 Fri
16-Jul-75 Ned
21-Jul-75 Non
22-jul-75 Tue
03-oct-75 Fri
21-Oct-75 Tue
07-Nov-75 Fri
12-Nov-75 Ned
06-Jan-76 Tue
27-Feb-76 Fri
30-Nar-76 Tue
23-Apr-76 Fri
05i-May-76 Ned
12-May-76 -Ned
14-May-76 Fri
19-May-76 -Ned
09-Jul-76 Fri
09-Oct-76 Fri
19-Nov-76 Fri
14-Dec-76 Tuee
25-Apr-77 Mon
27-Apr-77 - Ned
10-May-77 Tue
19-Mlay-77 Thu
29-Jul-77 Thu
09-Aug-77 Tue
12-Aug-77 Fri
09-Se-77 Fri
22-Sep-77 Thu
30-Se-77 Fri
07-Oct-77 Fri
31-Oct-77 Mon
09-Jan-79 Non
19-Apr-78 Ned
27-Apr-79 Thu
18-May-79 Thu
21-Junt-78 Ned
20-Jul-79 Thu

16-Aua-78 Ned
19-Aug-79 Fri
29-Aug-78 Non
09-Se-79 Fri
20-Sep-79 Ned
25-Sep-78 Mon
20-Sep- 7 8 Thu
18-Oct-79 Ned
20-Oct-79 Fri
26-Oct-79 Thu
31-Oct-78 Tue
01-Nov-79 Ned
29-Nov-79 Tue
19-Dec-78 Tue
15-Jan-79 Mon
27-Apr-79 Fri
20-Jul-79 Fri
15-Auo-79 Ned
24-Aug-79 Fri
04-Se-79 Tue
19-Sep-79 Ned

Old Target Nidpt
11 112 - 12 11.75
it - 11 112 11.25
10 1/2 - 11 10.75
10 - 10 1/2 10.25
9- 91/2 9.25
91/2-9 98.75

9 1/4 - 9 3/4 9.50
9-981/2 9.25

7 3/4 - 9 1/4 9.00
71/2-9 87.75
7- 7112 7.25

6 3/4 - 7 1/4 7.00
6 1/4 - 6 3/4 6.50

6- 61/2 6.25
5 3/4 - 6 1/4 6.00

5 1/2 -65.75
5-51/2 5.25
5-51/2 5.25

5 3/4 - 61/4 6.00
6 6.00

6 1/B 6.13
6-61/4 6.13

5 7/8 - 61/8 6.00
5 3/8 - 55/9 5.50
5 1/4 - 51/2 5.38

5 I/0 5.13
4 3/4 4.75

4 5/9-51/8 4.991
4 3/4 4.75
4 7/8 4.98

5 5.00
5 1/8 5.13
5 1/4 5.25
5 1/2 5.50
5 1/4 5.25

5 5.00
4 3/4 4.75

4 5/8 - 4 3/4 4.69
4 3/4 - 4 7/9 4.91
5 1/9 - 5 1/4 5.19

5 1/4 5.25
5 3/8 5.38
5 3/4 5.75
5 719 5.99

6 6.00
6 1/8 6.13
6 1/4 6.25
6 319 6.38
6 1/2 6.50
6 1/2 6.50
6 314 6.75

7 7.00
7 1/4 7.25
7 112 7.50
7 3/4 7.75

7 7/8 7.08
8 8.00

8 1/8 9.13
9 1/4 8.25
8V 3 8 .38
8 1/2 8.50
8a5/8 9.63
8 3/4 9.75
9 7/8 8.99

9 9.00
91/8 9.13
9 1/2 9.50
9 314 9.75
9 7/8 9.88

10 20.00
10 - 10 lie 10.06

10 1/4 10.25
10 5/8 10.63

it 21.00
1t11/4 11.25
It 3/8 11.38

New Target Midpt
11 - 11 1/2 11.25

10 3/4 - 11 1/4 11.00
10 1/4 - 10 3/4 10.50

9 1/2 - 10 9.75
8 3/4 - 9 1/4 9.00
8 1/4 - 9 3/4 8.50

a-9a1/2 9.25
7 3/4 - 8 1/4 8.00

7 1/2 -87.75
7 1/4 - 7 3/4 7.50
6 3/4 - 7 1/4 7.00
6 1/4 - 6 3/4 6.50

6- 61/2 6.25
5 3/4 - 6 1/4 6.00

5 1/2 -65.75
5 1/4 - 5 3/4 5.50
4 3/4 - 5 1/4 5.00

51/2 -65.75
5 7/8 - 6 3/ 6.13

6I1/O 6.13
6-61/2 6.25

5 7/8 - 6 1/ 6.00
5 1/2 - 53/4 5.63
5 1/4 - 51/2 5.38
5 1/8 -53/9 5.25

5 5.00
5 5.00

4 3/4 4.75
4 7/8 4.88

5 5.00
5Il/a 5.13
5 1/4 5.25
5 3/8 5.39
5 1/4 5.25

5 5.00
4 3/4 4.75
4 5/9 4.63

4 3/4 - 4 7/8 4.91
4 7/9 - 54.94

5 1/4 - 5 3/8 5.31
5 3/8 5.39
5 5/8 5.63
5 7/8 5.88

6 6.00
6 1/8 6.13
6 114 6.25
6 3/8 6.39
6 1/2 6.50
6 5/9 6.63
6 3/4 6.7.5

7 7.00
7 1/4 7.25
7 1/2 7.50
7 3/4 7.75
7 7/8 7.88

8 9.00
9 1/8 8.13
9 114 9.25
8 3/9 8.38
9 1/2 9.50
9a5/9 8.63
9 3/4 8.75
B 7/8 9.88

9 9.00
9li/e 9.13
9 1/2 9.50
9 3/4 9.75
9 7/8 9.98

10 10.00
10 1/9 10.13

t0 1/8 - 10 3/8 10.25,
10 5/9 10.63

it 11.00
11 1/4 11.25
11 3/8 11.38
11 1/2 11.50

a 3ill and bond rate changes a-re calculated over the day of the target changes.

Bond Rates

Change
-0.500
-0.250
-0.250
-0.500
-0.250
-0.250
-0.250
-0.250
-0.250
-0.250
-0.250
-0.500
-0.250
-0.200
-0.250
-0.250
-0.250
0.500
0.125
0.125
0.125

-0.125
-0.37
-0.125
-0.125
-0.125

0.250
-0.125
0.125
0.125
0.125
0.125
0.125

-0.250
-0.250
-0.250
-0.125
0.12
0.125
0.125
0.125
0.250
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.250
0.250
0.250
0.250
0.250
0.125

0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.375
0.250
0.125
0.12
0.125
0.18ea
0.375
0.375
0 .250
0.125
0.125

Seth
-0.31
-0.15
-0.57
-0.20
0.23
-0.18
-0.17
-0.15
-0.06
-0.20
-0.20
-0.05
-0.09
-0.18
-0.07
-0.02
-0.04

0.50
0.02
0.16
0.15

-0.20
-0.25
-0.14
0.06

-0.08
0.12
0.09
0.15s

-0.01
0.06
0.06
0.03

-0.08
-0.11
-0.15
-0.04
0.00

-0.05
0.14
0.11
0.15
0.22
-0.01
0.20
0.09
0.06

-0.01
0.18
0.41
0.18
0.13
0.07
0.10
0.01

0.26
0.12
0.09
0.08
0.14
-0.06
-0.06
-0.22
0.00
0.23
0.30
0.11
0.17

-0.05
0.10
0.55
0.17
0.06
0.12
0.22

-0.21

64th
-0.14
-0.08
-0.40
-0.32
-0.13
-0.14
-0.09
-0.13
-0.12
-0.21
-0.21
-0.13
-0.02
-0.17
0.04
0.03

-0.05
0.46
0.04
0.16
0.12
-0.21
-0.17
-0.15
0.06
-0.15
0.27
0.09
0.11

-0.01
0.10
0.12
0.05

-0.12
-0.14
-0.16
-0.02
0.03
0.02
0.10
0.18
0.15s
0.16
0.00
0.19
0.13
0.04
0.00
0.21
0.38
0.22
0.09
0.11
0.05
0.05
0.23
0.08
0.09
0.07
0.09
0.02

-0.04
-0.06
0.07
0.12
0.32
0.09
0.04
0.07
0.00
0.29
0.13
0.07
0.11
0.26

-0.25

12sth
-0.15
-0.11
-0.42
-0.31
-0.14
-0.12
-0.06
-0.05
-0.13
-0.12
-0.02
-0.10
-0.01
-0.27
0.06
0.03
-0.05
0.39
0.06
0.21
0.09

-0.33
-0.14
-0.08
0 09

-0.22
0.21
0.05
0.16

-0.01
0.11
0.10
0.08

-0.15
-0.10
-0.20
-0.01
0.06
0.07
0.06
0.19
0.13
0.11
0.05
0.23
0.12
0.06
0.03
0.20
0.36
0.19
0.19
0.12
0.06
0.13

0.21
0.07
0.07
0.07
0.06
0.00
-0.04
-0.02
0.04
0.17
0.10
0.04
0.04

r0.09
0.00
0.24
0.07
0.17
0.16

k0.30
-0.16

3yr
-0.05
-0.07
-0.14
-0.11
0.00
0.00
0.00
-0.01
-0.04
-0.03
-0.03
-0.02
-0.04
-0.07
-0.02
0.05
-0.05
0.26
0.10
0.04
0.04
-0.24
-0.12
-0.15
0.07

-0.05
0.11
0.04
0.17
0.02
0.02
0.06
0.04

-0.10
-0.23
-0.14
-0.02
0.06
0.02
0.03
0.10
0.09
0.06
0.01
0.16
0.09
0.00
0.05
0.10
0.31
0.14
0.02
0.04
0.10
0.02

0.19
0.02
0.01
0.01
0.03
0.01
0.00
0.04
0.03
0.03
0.27
-0.28
0.02
0.03
0.00
0.12
0.04
0.03
0.10
0.13
-0.05

5yr
-0.04
-0.11
-0.09
-0.10
0.04
0.02
-0.02
0.02
-0.02
0.01
0.01
-0.01
0.00

-0.12
0.03
0.03

-0.04
0.19
0.07
0.05
0.01

-0.22
-0.05
-0.10
0.09
-0.09
0.09
0.03
0.12
0.03
0.02
0.06
0.01

-0.07
-0.15
-0.15
-0.03

ME0
-0.01
0.02
0.11
0.07
0.05
0.02
0.13
0.03
0.01
0.02
0.06
0.26
0.10
0.02
0.05
0.04
0.03
0.14
0.00

-0.02
0.01
0.02
0.04

-0.01
0.01
0.02
0.07
0.2a
-0.29
0.00
0.00

-0.01
0.05
0.00
0.04
0.08
0.06

i-0.07

7yr lOyr
-0.03 0.00
-0.14 -0.11
-0.06 -0.02
-0.06 -0.02
0.01 0.03
-0.04 -0.04
0.00 0.02
0.02 0.01
-0.03 -0.04
0.01 -0.01
0.04 0.03
-0.01 -0.01
0.03 0.02
-0.11 -0.09
-0.02 -0.08
-0.19 -0.01
0.02 0.02
0.20 0.14
0.06 0.05
0.04 0.02
0.01 0.03

-0.18 -0.11
-0.02 -0.02
-0.06 -0.03
0.06 0.05

-0. 08 -0.10
0.09 0.09
0.00 0.01
0.08 0.07
0.04 0.02
0.03 0.02
0.04 0.01
0.02 0.00

-0.06 -0.04
-0.10 -0.05
-0.14 -0.09
-0.02 -0.01
0.04 0.04
0.01 0.00
0.02 0.02
0.06 0.06
0.08 0.05
0.03 0.04
0.02 0.01
0.12 0.08
0.04 0.03
0.01 0.02
0.04 0.04
0.06 0.06
0.29 0.16
0.06 0.05
0.01 0.02
0.05 0.04
0.04 0.03
0.04 0.04
0.09 0.09
-0.01 -0.02
0.00 0.01
0.01 0.00
0.06 0.08
0.04 0.00

-0.02 0.00
0.03 0.02
0.03 0.02
0.04 0.07
0.09 0.10
-0.32 -0.32
0.00 0.00
0.01 0.01
0.01 0.01
0.05 0.05
-0.03 -0.06
0.03 0.02
0.08 0.09
0.07 0.08

-0.04 -0.05

2Oyr
0.02
-0.07
-0.02
-0.03
0.06

-0.02
0.01
-0.02
-0.03
0.00
0.00

-0.03
0.08

-0.12
-0.06
-0.01
-0.04
0.05
0.03
0.03
0.00

-0.07
-0.07
-0.01
0.03

-0.04
0.08
0.00
0.04
0.01
0.04

-0.02
0.01

-0.03
-0.05
-0.06
-0.02
0.02

-0.01
0.01
0.04
0.03
0.04
0.00
0.07
0.03
0.00
0.03
0.02
0.15
0.03
0.02
0.04
0.04
0.03
0.09
0.00
0.00
0.00
0.07
0.01
0.00
0.01
0.02
0.03
0.02

-0.18
0.00
0.01
0.00
0.03
-0.01
0.01
0.04
0.06
-0.02
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federal funds rate target? The concern here is that the Journal might simply

have used the Fed as a convenient catch-all explanation for significant

changes in market interest rates. Second, even if the Journal accurately

reported the changes in the funds rate target on a daily basis, how can we be

sure that changes in the funds rate target were not made in response to

same-day changes in interest rates, rather than causing them as was

repeatedly indicated in the Journal reports?

Broadly speaking, the answer to both these questions depends on the

credibility of the Wall Street Journal to accurately report events in the

financial markets. There is no question that the Journal has the technical

ability to report to the minute the timing of events in the financial markets

and had this ability over the time period covered by our paper. That is, if

the Fed took an action in the market signaling a change in the funds rate

target at 11:30 a.m. and soon after that operation Treasury bill rates

changed sharply, then the Journal had the technical ability to report the

relative timing of these events and on the basis of this timing was entitled

to make the presumption, along with market participants, that the movement in

bill rates was caused by the change in the funds rate target.2 So we view

the answers to the two questions above as providing general evidence on

whether the Journal accurately reports the timing of market events,

especially on an intra-day basis.

2We are not suggesting here that the Journal reporters themselves were
necessarily directly watching market prices on a minute-by-minute basis in
this period. These reporters, however, could gather information from
participants in the markets. Moreover, they had access to Telerate services
providing detailed information on the timing of monetary policy events and
the movement in market rates following these events.
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Evidence on the credibility of the Journal to accurately report the

timing and details of monetary policy events and the reaction of market rates

to these events is of interest because financial market prices and yields

respond quickly to new information. As a result, market studies using daily

(or even hourly) data frequently will be confronted with the issue of reverse

causation. This is especially true in studies of monetary policy events,

because the argument can always be made that policy decisions are reacting to

market movements within the time period (i.e. day, half-day or even hour)

over which changes in market prices are being measured, rather than causing

these movements. The Journal and other major newspapers have the technical

ability to provide a historical record of the minute-by-minute timing of

events in the financial markets. If these newspapers also have credibility,

then their reports can provide invaluable information on causation.3

To answer the questions raised about our use of the Journal we

constructed a complete record of changes in the federal funds rate target as

reported in the weekly "Report of Open Market Operations" put out by the

Account Manager (the "Desk") at the Federal Reserve Bank of New York, and we

compared these changes to those reported in the Journal. (This exercise was

suggested by the referee of our earlier paper.) We found that the match

between the actual changes in the funds rate target and the changes announced

3 Consider the example of prime rate changes that have frequently
occurred on the same day as monetary policy actions altering funds rate
expectations. Was the movement in market interest rates on these days caused
by the prime rate changes or the monetary policy actions? Studies using
daily data would probably not be able to answer this question conclusively,
and even studies using hourly data might have difficulty. If, however, the
Journal generally reported that the prime rate changes followed the monetary
policy actions (and the subsequent rise in market rates), and if the
Journal's reporting has credibility, then this would be strong evidence that
the cause of the change in market rates on these days was the policy actions
rather than the prime rate changes.
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in the Journal was very close and the details of the Journal's descriptions

of open market operations were extremely accurate. Moreover, we found that

in all but 20 cases the Fed's decision to change the funds rate target

preceded by at least one day the day the change in the target was reported by

the Journal to have occurred. Changes in the target initially decided on

prior to the day they were implemented could not possibly have been made on

the basis of the movement in market rates that day. Hence, this review

provides strong evidence that, as the Journal generally reported, changes in

the funds rate target caused same-day changes in market rates rather than

responding to them.

II. THE DETERMINATION OF CHANGES IN THE FUNDS RATE TARGET

Appendix A shows a complete record of changes in the funds rate target

over the period from September 1974 through September 1979 as reported in the

Report of Open Market Operations, and it compares these changes to those

reported by the Journal used in our earlier paper. A sample of this record

is shown in Table 2. The right hand side of the table shows the Journal

reports of changes in the funds rate target on Monday August 28, 1978 and

Friday September 8, 1978. The left hand side of the table shows the funds

rate target chosen by the Desk for the statement week ending on the date

shown. The left hand side of the table also shows the Desk's description of

its open market activities on those days for which the Journal reported funds

rate target changes.

To deal with the questions posed in the introduction, it is useful to

review the process by which funds rate target changes were made in this

period. At each monthly meeting the FOMC set a range for the federal funds

rate and it instructed the Desk (in the "directive") on how to move the funds

rate within this range in the period until the next meeting. These
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instructions related desired movements in the funds rate primarily to the

projected growth rates of MI and M2 relative to the two-month tolerance

ranges set for them by the FOMC. The FOMC also set an initial target for the

federal funds rate over the days following the FOMC meeting. Except at the

beginning of the period, this initial target was explicitly noted in the

minutes accompanying the directive. The initial funds rate target, the funds

rate range, and the tolerance ranges for the monetary aggregates over the

period from August 1974 to September 1979 are shown in Table 3.

The FOMC also had periodic conference calls (or, on occasion, wire

votes) that provided additional instructions to the Desk in the intermeeting

period. These instructions (also shown in Table 3) frequently altered the

funds rate target range for the period between FOMC meetings, and they

frequently gave the Desk explicit instructions on a new target for the

federal funds rate in the days following the call.

Each statement week the Desk set a target for the funds rate. The

statement week started on Thursday, but the target for the week was generally

set on Friday morning because of the timing of incoming data on the monetary

aggregates. In a small number of cases the target was set on Thursday

morning in response to "preliminary indications" of strength or weakness in

the aggregates. The Desk changed the funds rate target in this period either

under explicit instructions from the FOMC following a meeting or conference

call or under the Desk's interpretation of the latest FOMC directive.

The Desk signaled its new funds rate target to the public through its

open market operations. The Desk could achieve a higher target in two ways.

It could withdraw reserves when funds were trading at a rate below the new

target, or it could fail to add reserves when funds were trading at the new

higher target. Although the initial funds rate decision for the week was

typically made on Friday, the Desk did not always take an action that day to



TABLE 3

Short-run FQMC Ranges and Funds Rate Target, 1974 - 1979

Ml Rangeg/

4 3/4 - 6 3/4

3 -6

4 3/4 - 7 1/4

6 1/2 - 9 1/2

5 -7

3 1/2 - 6 1/2

5 1/2 - 7 1/2

5 - 7 1/2

6 1/2 - 9

7 - 9 1/2

6 1/2 - 9 1/2

3 - 5 1/2

4 1/2 - 7

5 -8

3 -7

6 - 10

4 -7

4 -9

5 -9
4 -8

4 1/2 - 8 1/2

4 - 7 1/2

3 1/2 - 7 1/2

4 -8

4 -8

4 -8

5 -9

7
6 1/2

7
7

8 1/2

10

M2 Ranoe

5 1/2 - 7 1/2

5 - 7 1/2

5 3/4 - 8 1/4

8 - 10 1/2

7 1/2 - 10

7 - 10

6 1/2 - 8 1/2

8 - 10

9 1/2 - 11 3/4

9 - 11 1/2

9 - 12

8 - 10 1/2
8 1/4 - 10 3/4

7 - 9 1/2

5 1/2 - 8 1/2

7 1/2 - 10 1/2

7 - 10

7 - 11 1/2

9 - 13

7 - 11

8 - 12

5 -9

6 - 10

7 1/2 - 11 1/2

7 1/2 - 11 1/2

8 - 12

9 - 13

9 1/2 - 13 1/2

9 - 13

7 - 11

6 1/2 - 10 1/2

7 - 11

8 - 12

Funds Rate

Range

11 1/2 - 12 1/2

10 1/2 - 12

10 1J4 - 12

9 - 10 1/2

8 1/2 - 10

7 1/2 - 9

7 1/8 - 9

6 1/2 - 7 1/4

6 1/4 - 7 1/4

5 1/4 - 6 1/4

4 3/4 - 5 3/4

4 3/4 - 5 3/4

4 1/2 - 5 1/2

5 -6
5 - 6 1/4

5 1/2 - 6 3/4

5 3/4 - 7

6 -7
5 3/4 - 7
5 1/4 - 6 1/4

4 1/2 - 5 1/2

4 1/2 - 5 1/2

4 1/4 - 5
4 1/4 - 5 1/4
4 1/4 - 5 1/4

4 1/2 - 5 1/4

5 - 5 3/4

5 1/4 - 5 3/4

4 3/4 - 5 3/4

5 - 5 1/2

4 3/4 - 5 1/2

4 1/2 - 5 1/4

4 1/2 - 5 1/4

4 1/4 - 5
4 1/4 - 5

4 1/4 - 5
4 1/4 - 5 1/4

4 1/2 - 5 1/4

Initial Funds

Rate Target

9 1/2

5 1/2

6 1/8 - 6 1/4

6 1/8 - 6 1/4

6

5 1/2

5 1/4

4 3/4

4 3/4

4 3/4

5 1/4

5 1/4

4 7/8

5

4 7/8

4 5/8

4 5/8 - 4 3/4

4 5/8 - 4 3/4
4 5/8 - 4 3/4

4 3/4

1/ Indented dates are for conference calls.
/ "ul" is upper limit.
_/ "sa" is slightly above.

Period for

Ml and M2

Ranges

Aug - Sep

Sep-Oct

Oct - Nov

Nov - Dec

Dec - Jan

Jan- Feb

Feb- Mar

Mar - Apr

Apr - May

May- Jun

Jun- Jul

Jul - Aug

Aug - Sep

Sep- Oct

Oct - Nov
Nov- Dec

Dec - Jan

Jan- Feb

Feb- Mar

Mar - Apr

Apr - May

May- Jun

Jun - Jul

Jul - Aug

Aug - Sep

Sep- Oct

Oct - Nov

Date of

Meeting

(or Cal)I

20-Aug-74

10-Sep-74

3-Oct

15-Oct-74

31-Oct

19-Nov-74

17-Dec-74

10-Jan

21-Jan-75

5-Feb
19-Feb-75

18-Mar-75

27-Mar

15-Apr-75

20-May-75

17-Jun-75

26-Jun
15-Jul-75

19-Aug-75

5-Sep

16-Sep-75

2-Oct

21-Oct-75
18-Nov-75

16-Dec-75

12-Jan

20-Jan-76

18-Feb-76

16-Mar-76

20-Apr-76

18-May-76

22-Jun-76

20-JuL-76

17-Aug-76

21 Sep-76

19-Oct-76

21-Oct

16-Nov-76

21-Dec-76

18-Jan-77

15-Feb-77

15-Mar-77

19-Apr-77

Nov -

Dec -

Jan -

Feb -

Mar -

Apr -

Dec
Jan

Feb
Mar

Apr

May

3 -
2 1/2 -

3 -
3 -

4 1/2 -

6 -



Ml Ranse_/

0 -4

2 1/2 - 6 1/2
3 1/2 - 7 1/2

0 -5

2 -7

3 -8

1 -7

2 1/2 - 8 1/2

2 1/2 - 7 1/2

1 -6

4 -8

4 - 8 1/2

3 -8

5 - 10

4 -8

4 -8

5 -9
6 1/2 ul

5 ul

2 -6

3 -7

4 -8

4 -8

0 -5

2 1/2 - 6 1/2

4 -8

3 -8

M2 Ranse

3 1/2 - 7 1/2

6 - 10

6 1/2 - 10 1/2

3 -
4 -

5 1/2 -

5 -
6 -

5 -
4 1/2 -

5 1/2 -
5 1/2 -

8
8
9 1/2
9
10

9
8 1/2
9
9 1/2

4 -9

6 - 10

6 - 10

6 - 10

6 1/2 - 10 1/2
5 1/2 - 9 1/2

6 - 9 1/2

5 - 9

5 - 9

3 1/2 - 7 1/2
4 - 8 1/2

4 - 8 1/2

6 1/2 - 10 1/2

7 - 11

6 1/2 - 10 1/2

Funds Rate

Range

4 1/2 - 5 1/2

5 1/4 - 5 3/4

5 1/4 - 5 3/4

5 1/4 - 5 3/4

5 1/4 - 6
5 3/4 - 6 1/4

6 - 6 1/2

6 1/4 - 6 3/4

6 1/4 - 6 3/4

6 1/4 - 6 3/4

6 1/2 - 7
6 1/2 - 7
6 1/2 - 7
6 1/2 - 7
6 3/4 - 7 1/2

7 1/4 - 7 3/4

7 1/2 - 8
7 3/4 - 8
7 3/4 - 8 1/4

7 3/4 - 8 1/2

8 1/4 - 8 3/4

8 3/4 - 9 1/4

9 1/2 - 9 3/4

9 3/4 - 10

9 3/4 - 10 1/2

10 or sa

9 3/4 - 10 1/2

9 3/4 - 10 1/2

9 3/4 - 10 1/2

9 3/4 - 10 1/2

9 3/4 - 10 3/4

10 3/4

10 3/4
11 1/4

- 11 1/4

- 11 1/2

- 11 3/4

Initiat Funds

Rate Target

5 3/8

5 3/8

5 3/8

6

6 1/4

6 1/2

6 1/2

6 1/2

6 3/4

6 3/4

6 3/4

6 3/4

sa 6 3/4

7 1/4

sa 7 1/4 - 7 3/8

7 1/2

7 3/4

7 3/4 - 8

8

8 3/8

8 1/2

9

9 7/8

9 7/8

10 or sa

10 or sa

10 or sa

10 or sa

10 or sa

10 or sa

10 or sa

10 1/4

10 1/4

10 1/4

10 1/4

10 1/2

10 1/2 - 10 3/4

11

11 1/2

1/ Indented dates are for conference calts.
2/ -ut' is upper limit.

3/ "sa" is slightty above.

Page 2

Date of

Meeting

(or Cat)I

6-May

17-May-77

21-Jun-77

19-Jul-77

5-Aug
16-Aug-77
20-Sep-77

18-Oct-77

15-Nov-77

20-Dec-77

9-Jan

17-Jan-78

28-Feb-78

21-Mar-78

18-Apr-78

5-May
16-May-78

16-Jun

20-Jun-78

18-Jut-78

15-Aug-78

8-Sep

19-Sep-78

17-Oct-78

31 -Oct

21 -Nov-78

8-Dec

19-Dec-78

29-Dec

12-Jan

6-Feb-79

2-Mar
20-Mar-79

17-Apr-79

27-Apr
22-May-79

15-Jun

11-Jut-79

19-Jut

27-Jul
14-Aug-79

30-Aug

18-Sep-79

Period for

Ml and M2

Ranges

May - Jun

Jun - Jut

Jut - Aug

Aug - Sep

Sep- Oct

Oct - Nov

Nov - Dec

Dec - Jan

Jan - Feb

Feb - Mar
Mar - Apr

Apr - May

May - Jun

Jun - Jut

Jut - Aug

Aug - Sep

Sep - Oct

Oct - Nov

Nov - Dec

Dec - Jan

Feb - Mar

Mar - Apr

Apr - May

May - Jun

Jut - Aug

Aug - Sep

Sep - Oct



- 6 -

implement the new target. On occasion, it explicitly noted its intention in

the Report of Open Market Operations to wait until later in the statement

week to seek the new target. Market participants identified the new target

by tracking at what funds rate levels the Desk did or did not supply

reserves.

The examples shown in Table 2 illustrate how the process described above

led to two target changes on Monday August 28, 1978 and Friday September 8,

1978. In response to incoming data on the monetary aggregates, the Desk

raised the funds rate target for the statement week ending August 30 to 8 1/4

percent from a range of 8 to 8 1/8 percent the previous week. The Desk

signaled the new target to the market on Monday August 28 by allowing federal

funds to trade above 8 1/4 percent before intervening to supply reserves

through repurchase agreements. The funds rate target was kept at 8 1/4

percent the statement week ending September 6. The Desk raised the target to

8 3/8 percent the statement week ending September 13 in accordance with

decisions made at an FOMC telephone conference on Friday September 8. The

market detected the target change that day when the Fed drained reserves

through matched sale-purchase agreements when federal funds were trading at 8

1/4 percent. The Appendix shows that as in these two examples the Journal's

description of the Desk's activity on days the Journal reported target

changes was very accurate throughout the period covered by our paper.

III. A COMPARISON OF ACTUAL AND REPORTED CHANGES IN THE FUNDS RATE TARGET

Table 4 provides a record, based on Appendix A, of the match between the

funds rate target changes announced in the Report of Open Market Operations

and reported by the Journal. The left hand side of the table shows the

record of funds rate target changes we constructed from the Journal. The

right hand side shows the corresponding changes in the target



TABLE 4
COMPARISON OF WSJ AND DESK TARGET CHANGES

isJ

New Target Midpt
11 - 11 1/2 11.25

10 3/4 - 1t 1/4 11.00
10 1/4 - 10 3/4 10.50

9 1/2 - 10 9.75
8 3/4 - 91/4 9.00
8 1/4 - 8 3/4 8.50

8- 81/2 8.25
7 3/4 - 8 1/4 8.00

71/2 -8 7.75
7 1/4 - 7 3/4 7.50
6 3/4 - 7 1/4 7.00
6 1/4 - 6 3/4 6.50

6- 61/2 6.25
5 3/4 - 6 1/4 6.00

51/2-6 5.75
5 1/4 - 5 3/4 5.50
4 3/4 - 5 1/4 5.00

51/2-6 5.75
5 7/8 - 63/8 6.13

61/8 6.13
6-6112 6.25

5 7/8 - 6 1/8 6.00
51/2 - 5 3/4 5.63
5 114 - 5112 5.38
5 1/8-53/8 5.25

5 5.00
5 5.00

4 3/4 4.75
4 7/8 4.88

5 5.00
51/8 5.13
5 1/4 5.25
53/8 5.38
51/4 5.25

5 5.00
4 3/4 4.75
4 5/B 4.63

4 3/4 - 4 7/8 4.81
4 7/8 - 5 4.94

5 1/4 - 53/8 5.31
5 318 5.38

5 5/8 5.63
5 718 5.88

6 6.00
61/8 6.13
6 1/4 6.25
63/8 6.38
6 1/2 6.50
6 5/8 6.63
63/4 6.75

7 7.00

7 1/4 7.25
7112 7.50
7 3/4 7.75
7 7/8 7.88

8 8.00
81/8 8.13
8 1/4 B.25
8 3/8 8.38
8 1/2 8.50
8 5/8 8.63
8 3/4 8.75
B 7/8 8.88

9 9.00
9 118 9.13
9 1/2 9.50
9 3/4 9.75
9 718 9.89

10 10.00
10 1/8 10.13

10 1/8 - 10 3/8 10.25
10 5/8 10.63

11 11.00
111/4 11.25
11 3/8 11.38
111/2 11.50

Change
-0.500
-0.250
-0.250
-0.500
-0.250
-0.250
-0.250
-0.250
-0.250
-0.250
-0.250
-0.500
-0.250
-0.250
-0.250
-0.250
-0.250

0.500
0.125
0.125
0.125

-0.125
-0.375
-0.125
-0.125
-0.125
0.250

-0.125
0.125
0.125
0.125
0.125
0.125

-0.250
-0.250
-0.250
-0.125
0.125
0.125
0.125
0.125

0.250
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.250
0.250

0.250
0.250
0.250
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.375
0.250
0.125
0.125
0.125
0.188
0.375
0.375
0.250
0.125
0.125

DESK

Date
13-Sep-74
20-Sep-74
04-Oct-74
18-Oct-74
29-Nov-74
13-Dec-74
27-Dec-74
03-Jan-75

Sake
Same

10-Jan-75
31-Jan-75
07-Feb-75

None
21-Feb-75
21-Mar-75
08-May-75
20-Jun-75

None
18-Jul-75

Same
03-Oct-75
10-Oct-75
07-Nov-75

Same
02-Jan-76
27-Feb-76

None
21-Apr-76
30-Apr-76
07-May-76
14-May-76
19-May-76
09-Jul-76
08-Oct-76
19-Nov-76
10-Dec-76
22-Apr-77

Same
05-May-77
18-May-77
27-Jul-77
28-Jul-77
05-Aug-77
12-Aug-77
09-Sep-77
21-Sep-77
30-Sep-77
07-Oct-77
28-Oct-77
09-Jan-78
19-Apr-78
26-Apr-78
27-Apr-78
17-May-78
21-Jun-78
19-Jul-78
16-Aug-78
18-Aug-78
25-Aug-78
08-Sep-78
20-Sep-78
22-Sep-78
28-Sep-78
18-Oct-78

Same
None

31-Oct-78
Sale

21-Nov-78
19-Dec-78

None
27-Apr-79
20-Jul-79
15-Aug-79
24-Aug-79
31-Aug-78
19-Sep-79

Days Be-
Day fore ISJ
Fri 0
Fri I
Fri 0
Fri 0
Fri 2
Fri I
Fri 4
Fri 0

2
Fri 2
Fri 0
Fri 4

Fri 0
Fri 3
Thu 0
Fri 0

Fri

Fri
Fri
Fri

Fri
Fri

lNed
Fri
Fri
Fri
lNed
Fri
Fri
Fri
Fri
Fri

Thu
Wed
lNed
Thu
Fri
Fri
Fri
Wed
Fri
Fri
Fri
Non
led
Wied
Thu
Wed
lNed
lied
Nled
Fri
Fri
Fri
Nied
Fri
Thu
lNed

Tue

Tue
Tue

Fri
Fri
Wied
Fri
Fri
lNed

12
0
7
0
3
2
0

2
3
3
0
0 " 
0
0
0
2
3
3

3
1
1
0
2
0
0

00
0

00
0

00001

0
0

20000
02

0
2
0I

0
0

0
0

2
0

New Target
111/2

11 - 11 1/4
10 1/2 - 10 3/4

9 3/4
9 - 9 1/4

8 314
8

7 112

7 114
6 1/2
6 1/4

6
5 1/2

5 - 5 1/4
5 3/4

6 1/8 - 6 1/4

6
5 3/4
5 114

Change
-0.250
-0.375
-0.375
-0.500
-0.125
-0.125
-0.250
-0.500

-0.250
-0.375
-0.250

-0.250
-0.250
-0.125

0.500

0.188

-0.250
-0.250
-0.250

5 -0.125
4 3/4 - 4 7/8 0.063

4 7/8 0.125
5 0.125

5 1/8 0.125
5 1/4 0.125
5 318 0.125
5 1/4 -0.125

5 -0.188
4 7/8 -0.125

4 5/8 - 4 3/4 -0.063
4 3/4 +trace

5 1/2
5 3/8
5 112
5 5/8
5 718

6
6 1/8
6 1/4
6 3/8

6 1/2
6 1/2 - 6 5/8

6 3/4
7

7 118
7 1/4
7 1/2
7 3/4

7 3/4 - 8

8
8 1/8
8 1/4
8 318
8 1/2
8 5/8
8 3/4

9

9 1/2 - 9 3/4

9 7/8
10

10 1/4
10 1/2

11
111/4
11 3/8
111/2

0.250
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.063
0.063
0.250
0.250
0.125
0.125
0.250
0.250
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.125
0.250

0.625

0.188
0.125

0.250
0.250
0.375
0.250
0.125
0.125

Date Day
13-Sep-74 Fri
23-Sep-74 Mon
04-Oct-74 Fri
18-Oct-74 Fri
03-Dec-74 Tue
16-Dec-74 Mon
02-Jan-75 Thu
03-Jan-75 Fri
06-Jan-75 Mon
07-Jan-75 Tue
14-Jan-75 Tue
31-Jan-75 Fri
13-Feb-75 Thu
14-Feb-75 Fri
21-Feb-75 Fri
26-Mar-75 lWed
08-May-75 Thu
20-Jun-75 Fri
16-Jul-75 led
21-Jul-75 Mon
22-Jul-75 Tue
03-Oct-75 Fri
21-Oct-75 Tue
07-Nov-75 Fri
12-Nov-75 Ned
06-Jan-76 Tue
27-Feb-76 Fri
30-lar-76 Tue
23-Apr-76 Fri
05-May-76 iNed
12-May-76 led
14-May-76 Fri
19-May-76 lied
09-Jul-76 Fri
08-Oct-76 Fri
19-Nov-76 Fri
14-Dec-76 Tue
25-Apr-77 Mon
27-Apr-77 ied
10-May-77 Tue
19-May-77 Thu

28-Jul-77 Thu
09-Aug-77 Tue
12-Aug-77 Fri
09-Sep-77 Fri
22-Sep-77 Thu
3 0-Sep-77 Fri
07-Oct-77 Fri
31-Oct-77 Mon
09-Jan-7B Mon
19-Apr-78 lied

27-Apr-78 Thu
18-May-78 Thu
21-Jun-78 led
20-Jul-78 Thu
16-Aug-78 Wed
18-Aug-78 Fri
28-Aug-78 Non
08-Sep-78 Fri
20-Sep-78 Ned
25-Sep-78 Mon
28-Sep-78 Thu
18-Oct-78 lied
20-Oct-78 Fri
26-Oct-78 Thu
31-Oct-78 Tue
01-Nov-78 iled
28-Nov-78 Tue
19-Dec-78 Tue
15-Jan-79 Mon
27-Apr-79 Fri
20-Jul-79 Fri
15-Aug-79 led
24-Aug-79 Fri
04-Sep-79 Tue
19-Sep-79 ied

- -- l~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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from the Report of Open Market Operations. Seventy-one of the 76 target

changes in the series we constructed from the Journal can be clearly linked

to actual changes announced in the Report of Open Market Operations. The

five changes reported in the Journal that can not be clearly linked to actual

changes in the target occurred on February 14, 1975, July 16, 1975, March 30,

1976, October 26, 1978 and January 15, 1979. Note that Appendix A shows that

even in these cases the Journal accurately reported the Desk's operations;

the public simply misunderstood the funds rate target these operations were

signaling.

One of the columns on the right hand side of Table 4 shows the number of

market days between the day the Desk decided to change the funds rate target

and the day the Journal announced the target change. The table shows that 37

target changes were reported in the Journal to have occurred on the same day

they were decided on by the Desk. Most of the other changes were reported by

the Journal to have occurred one, two, or three days after they were decided

on by the Desk, although in four instances the lag was longer.

Note that a lag between the day the Desk decided to change the target

and the day the Journal reported a target change to have occurred does not

necessarily mean that the public failed to pick up a clear Desk signal

earlier. As indicated above, although the Desk typically made the decision

to change the target on Friday, occasionally it did not take an action in the

market to carry out that decision until later in the week. Also, there were

times -- especially on settlement days and at the end of 1974 -- when

temporary developments in the reserve market obfuscated the current funds

rate target of the Desk.

A final explanatory comment on Table 3 is that there were six occasions

when one target change by the Desk was perceived by market participants to

have occurred in two or more steps. For instance, the Desk made the decision
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to raise the target by 1/4 of a percentage point on Wednesday, October 18

1978, and the Journal reported a 1/8 percentage point increase in the target

that day and another 1/8 percentage point increase in the target on Friday,

October 20, 1978. Also, there were two occasions when the total of two

target changes made by the Desk on consecutive days was perceived by the

market on the second day (July 28, 1977 and April 27, 1978).

The Journal missed a number of target changes early in the period, as we

acknowledged in our earlier paper. In the last three years of the period,

however, there was a very close correspondence between the Journal target

changes and those announced in the Report of Open Market Operations. Early

in the period the Fed was controlling the funds rate less closely on a

day-to-day basis, making it harder for the public to identify the exact

timing of a target change. An indication of this difference in the Fed's

behavior early in the period is the larger range for the funds rate specified

by the FOMC in 1975-76 compared to 1977-79. (See Table 3.)

IV. THE REVERSE CAUSATION ARGUMENT

The previous section shows that the Journal did a good job of reporting

actual changes in funds rate target in the period from September 1974 to

September 1979 and a very accurate job of describing the Desk actions that

signaled changes in the target. This section addresses the question of

whether these target changes caused same-day movements in interest rates or

were a response to them.

As discussed in Section II, the Desk changed the funds rate target in

the 1974-79 period either under explicit instructions from the FOMC or under

the Desk's interpretation of the latest FOMC directive. Using Appendix A it

is possible to construct a complete record of the reason for each change in

the funds rate target and a record of the lags between the day of the
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initial decision to change the target and the day the target change was

reported to have occurred by the Journal. (This record is shown in Appendix

B.)

This exercise shows that 37 of the target changes in our Journal series

followed directly from FOMC decisions at a regular meeting or conference

call. In 32 of these cases the Desk changed the target one or more days

after the FOMC's decision. The Desk changed the target on the same day as

the FOMC meeting or conference call in only 5 cases, and on each of these

days it took an action in the market that day that was perceived by market

participants as signaling the new target.

The other 34 target changes were made by the Desk in its regular weekly

program -- usually on Friday morning, but occasionally on Thursday morning --

under the instructions given to it at the latest FOMC meeting. (As discussed

above, 5 of the 76 target changes in our Journal series did not correspond to

actual changes as documented in the Report of Open Market Operations.) Of

these, in 15 cases the Desk took an action in the market the same day that

was perceived by market participants as signaling a new target. In the other

19 cases the market perception of a new target lagged the Desk's decision to

change the target -- generally by one, two, or three market days. As

indicated above, a lag between the day the Desk decided to change the target

and the day the Journal reported a target change to have occurred does not

necessarily mean that the public failed to pick up a clear Desk signal

earlier, because while the Desk typically made the decision to change the

target on Friday it at times did not take an action in the market to carry

out that decision until later in the statement week.

To sum up, in 51 cases the decision to change the funds rate target --

either by the FOMC or by the Desk under the instructions of the most recent

FOMC directive -- preceded by at least one day the market's perception of the
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target change as reported in the Journal. Clearly, changes in the target

initially decided on prior to the day they were implemented and perceived by

the public could not possibly have been made on the basis of the movement in

market rates that day. Hence, in these cases it is reasonable to conclude

that the change in the funds rate target caused the change in market rates,

as was generally reported by the Journal.

In 20 cases the initial decision to change the funds rate target

occurred on the morning of the day for which the Journal reported that the

target had been changed. Since we used daily data based on closing market

yields, it is possible to make the reverse causation argument that these 20

target changes were made in response to changes in market rates from the

previous day's close to the current day's opening. There is no evidence from

the Report of Open Market Operations, however, that overnight changes in

market rates were a factor influencing the Desk's weekly funds rate targets.

Moreover, it is relevant that most of the funds rate target changes were

decided by the Desk on Friday mornings when the Desk typically reset the

target after reviewing the latest projections for the monetary aggregates.

The reverse causation argument does not explain why the Desk would respond to

overnight movements in market rates observed on Friday mornings but not on

other mornings. In any case, we reestimated the regressions of the change in

market rates on the change in the funds rate target without these 20

observations, and the results, shown in Table 5, were similar to the results

for the whole sample, reproduced in Table 6.

V. SUMMARY

The major purpose of this paper was to evaluate the reverse causation

argument that funds rate targets changes in the 1974-79 period were

responding to changes in market rates rather than causing them. To evaluate



TABLE 5

THE EFFECT OF FUNDS RATE TARGET CHANGES ON
MARKET INTEREST RATES: Excludes 20 target changes

for which decision to change target and market perception
of target change were on same daya

ARt = bl + b2ARFFt + ut

AR bl b2 R2 SER

3-month bill rate .005 .556 .49 .13
(0.28) (7.13)*

6-month bill rate .009 .517 .56 .10
(0.63) (8.21)*

12-month bill rate .015 .500 .53 .11
(1.03) (7.79)*

3-year bond rate .010 .219 .28 .08
(0.95) (4.62)*

5-year bond rate .003 .147 .17 .07
(0.27) (3.30)*

7-year bond rate -.002 .149 .18 .07
(0.17) (3.41)*

10-year bond rate .001 .087 .08 .07
(0.16) (2.23)**

20-year bond rate .003 .065 .10 .04
(0.48) (2.45)**

aIncludes 55 changes in the federal funds rate target from September 1974 thr
September 1979. Bill and bond rate changes are calculated over the day of t
changes. t-statistics are in parentheses. A * denotes significant at the 1
level using a two-tailed test and ** denotes significant at 5 percent level.

Note:

rough
the target
1 percent

The observations dropped are 3-Jan-75, 31-Jan-75, 8-May-75, 7-Nov-75, 27-Feb-76,
14-May-76, 9-Jul-76, 8-Oct-76, 28-Jul-77, 9-Sep-77, 30-Sep-77, 7-Oct-77, 9-Jan-78,
27-Apr-78, 8-Sep-78, 28-Sep-78, 31-Oct-78, 19-Dec-78, 27-Apr-79, and 24-Aug-79.

D.W.

1.64

1.45

1.60

1.15

1.22

1.21

1.23

1.33.W-



TABLE 6

THE EFFECT OF FUNDS RATE TARGET CHANGES ON
MARKET INTEREST RATESa

ARt = bl + b2ARFFt + ut

ARt

3-month bill rate

6-month bill rate

12-month bill rate

3-year bond rate

5-year bond rate

7-year bond rate

10-year bond rate

20-year bond rate

bl

.016
(1.04)

.017
(1.44)

.024
(2.02)**

.018
(2.16)**

.012
(1.66)

.009
(1.47)

.012
(2.34)**

.007
(1.73)

b2

.554
(8. 10)*

.541
(10.25)*

.500
(9.61)*

.289
(7.87)*

.208
(6.43)*

.185
(6.78)*

.131
(5.85)*

.098
(5.46)*

SER

.47

.59

.56

.46

.36

.39

.32

.29

.13

.10

.10

.07

.06

.05

.04

.03

D.W.

1.89

1.82

1.94

1.59

1.59

1.89

1.94

2.04

aIncludes 75 changes in the federal funds rate target from September 1974 through
September 1979. Bill and bond rate changes are calculated over the day of the target
changes. t-statistics are in parentheses. A * denotes significant at the 1 percent
level using a two-tailed test and ** denotes significant at 5 percent level.
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this argument we used the Report of Open Market Operations to construct a

detailed record of the actual changes in the funds rate target and the

circumstance leading to each of these changes. This record showed that in

about two-thirds of the cases the decision to change the funds rate target

preceded by at least one day the day on which the change was reported by the

Journal to have occurred. Clearly, changes in the target initially decided

on prior to the day they were implemented and perceived by the public could

not possibly have been made on the basis of the movement in market rates that

day, thereby ruling out the possibility of reverse causation. The

possibility of reverse causation could not be eliminated for 20 of the target

changes, but the Report of Open Market Operations provided no indication that

these funds rate target changes were a response to overnight changes in

market rates. Moreover, removing these 20 cases from our regressions did not

substantially change the results.

The exercise we went through in this paper provides strong evidence in

support of the Wall Street Journal's credibility in reporting the timing and

details of monetary policy events. The Journal's reports of the details of

open market operations signaling funds rate target changes were extremely

accurate. Its record of the changes in the funds rate target was generally

accurate overall, and it was almost perfect in the latter three years of our

sample period. Finally, the Journal's reports that changes in market rates

followed same-day changes in the funds rate target (rather than the reverse),

and henced were caused by them, is strongly supported by our review of the

Report of Open Market Operations which showed that two-thirds of the target

changes were decided on prior to the day they were implemented.

The accuracy with which the Journal reported funds rate target changes

in the period covered by this paper supports the general presumption that the

Journal can be used as a credible source of information on the timing and
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details of major policy events. This conclusion strongly suggests that the

Journal can be reliably used in other financial market studies, especially

those that need to sort out the timing of events that occur within one day or

even within one hour. (For example, see footnote 3.) Our finding on the

credibility of the Journal is consistent with rational behavior by the

Journal. One would not expect the Journal to jeopardize its credibility and

ultimately its financial survival by routinely providing inaccurate reports

on the timing and details of monetary policy events that are widely visible

on a minute-by-minute basis to thousands of market participants on their

Telerate machines.
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APPENDIX B: LAGS BETWEEN INITIAL DECISION TO CHANGE FUNDS RATE TARGET AND
DATE TARGET CHANGE REPORTED IN WALL STREET JOURNAL

A. TARGET CHANGES FOLLOWING DIRECTLY FROM FOMC DISCUSSIONS (37)

(The date is the date the Journal reported the target change occurred. The
number in parentheses is the number of market days between the FOMC's decision
to change the target and the date Journal reported the target change
occurred.)

Friday September 13, 1974 (3)
Friday October 4, 1974 (1)
Friday, October 18, 1974 (3)
Tuesday January 14, 1975 (2)
Friday February 21, 1975 (2)
Friday June 20, 1975 (3)
Monday July 21, 1975 (4)
Tuesday July 22, 1975 (5)
Friday October 3, 1975 (1)
Friday April 23, 1976 (3)
Wednesday May 19, 1976 (1)
Friday November 19, 1976 (3)
Tuesday May 10, 1977 (2)
Thursday May 19, 1977 (2)
Tuesday August 9, 1977 (2)
Friday August 12, 1977 (5)
Thursday September 22, 1977 (2)
Monday January 9, 1978 (0)
Wednesday April 19, 1978 (1)
Thursday May 18, 1978 (2)
Wednesday June 21, 1978 (1)
Thursday July 20, 1978 (2)
Wednesday August 16, 1978 (1)
Friday August 18, 1978 (3)
Friday September 8, 1978 (0)
Wednesday September 20, 1978 (1)
Wednesday October 18, 1978 (1)
Friday October 20, 1978 (3)
Tuesday October 31, 1978 (0)
Wednesday November 1, 1978 (1)
Tuesday November 28, 1978 (5)
Tuesday December 19, 1978 (0)
Friday April 27, 1979 (0)
Friday July 20, 1979 (1)
Wednesday August 15, 1979 (1)
Tuesday September 4, 1979 (3)
Wednesday September 19, 1979 (1)



B. TARGET CHANGES INITIATED BY DESK UNDER DIRECTIVE (34)

(The date is the date the Journal reported the target change occurred. The
number in parentheses is the number of days between the Desk's decision to
change the target and the date Journal reported the target change occurred.
Unless otherwise noted, the Desk's funds rate decision was made on Friday.)

Monday September 23, 1974 (1)
Tuesday December 3, 1974 (2)
Monday December 16, 1974 (1)
Thursday January 2, 1975 (3)
Friday January 3, 1975 (0)
Monday January 6, 1975 (1)
Tuesday January 7, 1975 (2)
Friday January 31, 1975 (0)
Thursday February 13, 1975 (4)
Wednesday March 26, 1975 (3)
Thursday May 8, 1975 (0)
Tuesday October 21, 1975 (7)
Friday November 7, 1975 (0)
Wednesday November 12, 1975 (3)
Tuesday January 6, 1976 (2)
Friday February 27, 1976 (0)
Wednesday May 5, 1976 (3)
Wednesday May 12, 1976 (3)
Friday May 14, 1976 (0)
Friday July 9, 1976 (0)
Friday October 8, 1976 (0)
Tuesday December 14, 1976 (2)
Monday April 25, 1977 (1)
Wednesday April 27, 1977 (3)
Thursday July 28, 1977 (0)
Friday September 9, 1977 (0)
Friday September 30, 1977 (0)
Friday October 7, 1977 (0)
Monday October 31, 1977 (1)
Thursday April 27, 1978 (0)
Monday August 28, 1978 (1)
Monday September 25, 1978 (1)
Thursday September 28, 1978 (0)
Friday August 24, 1979 (0)

C. TARGET CHANGES REPORTED BY JOURNAL NOT CLEARLY LINKED TO ACTUAL CHANGES

Monday January 15, 1979
Friday February 14, 1975
Wednesday July 16, 1975
Tuesday March 30, 1976
Thursday October 26, 1978


