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AONSIDERABLE research has been devoted 1o an-
alvzing the eflfects of weekly changes in the money
stock (M1 on interest rates and exchange rates! In
general, the resulis of this research are consistent
with the efficient markets hvpothesis, which holds
that only unexpected changes in the monev stock
should significantly affect interest rates and exchange
rales . Few of these studies, however, have investigated
the reaction of stock prices to the weekly money
announcement.? The purpese of this article is to pro-
vide some evidence on this effect.
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The surveys by Cornelt {1983} and Sheehan {1985) contain numer-
ous references to the literature on this subject.

Alternative evidence is presented in Hein (1985), and Falk and
Orazem (1985).

*Pearce and Roley {1983, 1985) find that stock prices react only to
unanticipated changes in money and, for the most part, show no
statistical relationship to either unanticipated or expected move-
menis of other economic news. Hardouvelis (1985) reports that
stock prices react to unanticipated movements in four monetary
measures (M1, net free reserves, the giscount rate and the discount
rate surcharge}. as well as three non-monetary measures (trade
deficit, unemployment rate and personal income). Although few
studies have examined the weekily money/stock-price relationship,
numerous studies have studied the longer-term reaction of stock
prices to movements in money. Among others, see Sprinkel {(1984),
Rozelf {1974}, Sorensen (1982} and Davidson and Froven {1982).

Various siudigs also have examined the behavior of stock
prices to anncuncemenis of different types of information. For
example, Schwert {1981) examines the reaction of stock prices 1o
the announcement of inflation data: Fama, et. al. (1969) study the
effects of stock splits; Lloyd-Davies and Canes (1878) investigate
the effects of stock analysis’ published recommendations; and
Niederhofter {1971) analyses the reaction of stock prices to “world
evenis.”

This paper extends previous research on the reac-
tion of stock prices to monetary "news” in several
ways. First, it covers & broader tune period, from Sep-
tember 1977 through December 1984, than most pre-
vious studies. This allows one to test whether the
changes in monetary policy operating procedures in
October 1979 and October 1982 influenced the re-
sponse of stock prices to changes in the monev stock
and the discount rate

Second, unlike previous studies, this studv uses
both broad and industryv-specitic measures of stock
prices to determine if general market etfects also oceur
uniformily across in specific industiv groups’® As
noted by King (19661

C i s intuitively appealing to think of bhcoming

intormation as talling into various classes according 1o

the scope of its effect on the market. There is some

news ol a monetary nature, for exampie, which is
bound e have a market-wide impact on security price.

The magnitude of impact need not, however, be the

same for all stocks.” {p. 1400

Although numerous studies have altempted to deter-
mine optimal groupings of individual stocks based on
their relative movements over time, little has been
done to investigate the relative response of different
stock groups to the same piece of economic in-
formation.

“A discussion of the October 1982 change in policy procedures can
be found in Wallich {1984) and Gitbert {1985).

sMost previous research focuses solely on the broad market effects.

For example, Pearce and Roley (1983) use the Dow Jones indus-
trial Average while Pearce and Roley (1985} use the Standard and
Poor's 500 index. i an approach similar to that used in this study,
Hardouveiis examines the effect of new information on severa!
different stock price measures.



Finallv, unlike most previous work, which pre-
sumed that the reaction of stock prices was svounelric
with respect to unanticipated increases or decreases

it moneyv, this paper tests for the separate effect of

positive and negative unexpected changes in M1 This
permits one o lest formarket efficiency ina semoewhat
different manner than simply testing for the signifi-
cance of expected and unexpected changes in
neoney

The efficient markels hyvpothesis suggests that
when expected changes in the money stock oceur,
they have no significant effect on stock prices because
they already have been incorporaled into sccurity
prices. Only unexpected changes in the monoey stock
affect stock prices according to this hvpothesis/

Several hivpotheses have been suggested 1o explain
why stock prices react 1o unespected changes in the
money stock’ The expected inflation hvpothesis sug-
gests that an unexpected increase in the money stock
increases market  participants’ expectations ol in-
flation, leading to higher interest rates via the so-called
Fisher effect. If the increase in interest rates lowers the
present value of corporations” discounted eash fows,
stock prices will fall whenever investors observe an
unexpected increase in the monev stock. 'This hvpoth-
esized response does not occur, however, under cer-
tain restrictive conditions. Given perfect markets and
no taxes, for example, changes in expected inflation
would have no effect on stock prices, because ex-
pected increases in nominal cash flows would offset

“Cormeli, Pearce and Roley (1985) and Hardouvelis provide no
evidence on this issue as it relates o stock price effects. Pearce and
Roley (1983} present evidence on the response of siock prices
when money deviates from announced long-run farget ranges. Their
tests are based on separating unanticipated money into positive
surprises above target, negative surprises below target and all
others. In general, their resulis indicate that the different surpnse
measures are not statistically different in their effect. There is,
however, some evidence of a different effect of positive surprises
across the different policy regimes.

"As Sheehan {1985} noies, the unexpected change in the money
stock provides new infermation about money stock developments
that already have occurred. That is because ihe money stock is
announced with a fag. Thus, the announcement causes markel
participants o revise their forecasis for future policy actions apart
from previously held expectations only if the announced money
stock change is different from lis expected change.

#This discussion is based on Comell and Sheehan.

f]

the effect of increases in the rate at which those flows
are discounted.” A large literalure addresses these
conditions, showing that thev generally are not
fulfilled." Based on these studies, which indicate that
stock prices react negatively to inflation, the expected
inflation hypothesis suggests that stock prices should
fall following the announcement of an unexpected
increase in the money stock.

An alternative hvpothesis, the policy anticipations
hvpothesis, views an unexpected change in the money
stock as a signal that alters market perceptions of
future monetary policy. Presuming that the change is
perceived as permanent or that the Federal Besernve is
slow 1o respond 1o unexpected deviations in the
money stock away from its target level, interest rates
will rise as the public expects the Fed to offset the
unexpected increase in the monev stock. Conse-
dquently, an unexpected increase in the monev stock
implies greater future tightening of credit availabifity,
which results in higher interest rates. Because the
higher interest rates reduce the present value of dis-
counted cash flows, stock prices are hyvpothesized to
decline.

Finallv, the monev demand or real activity hvpothe-
sis asserts that monev announcements provide intor-
mation about future money demand. Suppose that
market participants interpret an unexpected increase
in the money stock as a signal that there has been a
permanent increase in money demand. IF monev de-
maned depends on expected future output, then the
unexpected increase in money demand indicates that
future output will be higher than previously ex-
pected.” Consequently, the increase in expected cash

“This discussion abstracts from the distinction of net monetary credi-

tors and net monetary debtors. For a discussion of the efiects of
changes in inflation expectations on each group, see Kessel and
Alchian {1962}. For a more recent study of the effects of infiation on
bank stock prices, used 1o represent a group of net monetary
creditors, see Santon (19886).

“For example, Feldstein (1980) discusses the effect of taxes;
Schwert (1981), Fama and Schwert (1977} and Neison {1878)
examine the inflation-stock price reiationship for the United States
while Branch (1974} and Cohn and Lessard (1881) provide evi-
dence from other countries. In general, these studies indicate that
unexpected increases in inflation lower stock prices. Resuils re-
ported in Kool and Hafer (1986), however, suggest that this resuft
does not heid for earlier time periods.

Fama (1581) argues that expecied inflation in previous studies
serves as a proxy for expected real activity. Consequently, regress-
ing stock prices on expected inflation without accounting for ex-
pected real activity will yield incorrect estimates. Foliowing this line
of reasoning, several researchers have used available survey data
to study the relationship between expected stock price changes,
expected inflation and expected real activity. See, for example,
Guitekin (1983}, Pearce (1884}, Hasbrouck (1984} and Coate and
VanderHoff {1985},




flows produces an increase in stock prices ™ This hy-
pothesis thus predicts that stock prices should in-
crease in response o an unexpected increase in the
moneyv siock.

Discount rate changes mav be thought of as an
indication of changes in expected future monetary
policy; discount rale changes, in other words, affect
financial and stock markets primarily through their
effect on interest rates and perceptions of future cco-
nomic activity.” In general, increases in the discount
rate reduce stock prices because they presage a tight-
ening of monetary policy.” The move foward tighter
policy is expecled to increase interest rates and ve-
duce real economic activity and, consequently, future
corporate cash flows. Stock prices decline because the
reduced future cash Hows are discounted at higher
interest rates.

Some argue that the impact of a discount rate
change depends on the Federal Reserve's current op-
erating procedure ™ If the Fed is largeting inferest
riates, changes in the discount rate mav provide no
information about future policy that is not already

2}t should be noted that attendant increases in the ex ante real rate
are presumably more than ofiset by expected increases in future
reat economic activity.

“Batters and Thornton {1985) and Smirock and Yawitz (1985). for
example, each atlempt to determine “technical” from “non-
technical” changes in the discount rate. Batien and Thomton dichot-
omize discoun! rate changes into technical or policy-related, based
on Federal Reserve statements. Their procedure assumes that the
change is entirely technical or policy-related.

Smiriock and Yawitz attempt to define technical and non-technicat
discount rate changes by regressing rate changes on lagged values
of the spread between the federal funds rate and the discount rate
and lagged values of changes in discount window borrowing. Pre-
dicted values from this equation constiiute the technical (or antici-
pated) change, while the regression's error term constitutes the
non-technicat {or unanticipated) change in the discount rate.

Several factors militate against this procedure. First, it does not
capture effects not incorporated in the explanalery variables. Sec-
ond, it may alter the timing of the actual change. Last, it assigns
each discourt rate change, which generally is 25, 50 or 100 basis
points, some estimated value that often does not equat the actual
value. In other words, there is always some non-technical change.

Because of the problems surrounding these classifications of
discount rate changes, we take the changes ic be unanticipated.

*There are instances, however, when moves (¢ raise the discount
rate have been received by the market as good news. precipitating
increases in stock prices. This is discussed inthe shaded box on the
nexi page.

sEor example, see Roley and Troll (1984} or Smirlock and Yawitz for
a discussion of this point. .

incorporated in interest rates. If the Fed is using a
reserve growth operaling procedure, however,
ehanges in the discount rate influence interest raies.
During the period covered by this study, three dilfer-
ent operating procedures were used: interest rate tar-
geting (pre-October 1979 nonborrowed reserves tar-
geting (October 1979 to October 19821 and a borrowed
reserves procedure, which tends to smooth move-
ments in the funds rate more than nonborrowed re-
serves targeting (post-October 19821, The empirical
tesls below assess the different effects of discount rate
changes under different policv procedures.

The basic equation tested is:
(1 ASP, = @, + B, UM, + B, EM, + B, DR, + B, DRS, + &,

where
ASP = the flirst-difference of the logarithm ol the
daily stock price index,

UM = the unexpected dollar change in M1,
EM = the expected change in M1,
DR = the change in the discount rate, and

DRS = the change in the discount rate sunrcharge.™

The efficient markets hvpothesis suggests that the
estimated coetticient on expected monev changes 1.
should be zero. I discount rate changes influence
stock prices as hypothesized above, B, and B, will be
negative. Finally, the expected sign of 8, differs de-
pending upon the hvpothesis being tested. The policv
anlicipations and the expected inflation hypotheses
sugges! that it will be negative; the monev demand
hvpothesis suggests that it will be positive.

Besides investigating the validity of several hvpothe-
ses regarding the effects of money stock and discount
rate changes on stock prices, estimates of equation 1
can be used to test several other hyvpotheses as well:
Are the effects of the explanatory variables statisticallv
equal across different monetarv policy regimes?” Are
the effects simmilar across stock price indexes?” Are the
effects of monev stock changes on stock prices svim-
metrical, as generally is assipmed?

“The discount rate surcharge was used by the Federal Reserve
during the periocd from March to May 1980 and again during the
period from November 1880 to November 1881, The 1980 imposi-
tion of the surcharge was part of the credit restraint program enacted
by the Carter administration and it was sel at 3 percent. During each
period when the surcharge was used. it applied fo discount window
borrowings by banks with deposiis of $500 million or more that
borrow frequently. Because the surcharge did not apply to all
borrowing, it Is included as a separate variable in the regression
2quations presented below.




. Studies using _ _
{he_-’arinoungémeﬁt date as the day it becomes
“public.’ How one nmes tbe puhh(’dtwn of the new

information; howevet" ‘may alier  the Pmpnm al .
" results: For exampie, there are oceasions on which

' _:disz,ount rate {‘hang}es dre anhounced durmg the:

- trading day and, as such, the actual dnnouncement .
repoﬂed by the -
-_'ﬁmmclai press Bec&use ‘of this; we t,nt(,r‘ the diS- : '_
count rate change .on the. tradm day thdt Ehe'-

~day will dlffer fmm the day iE]

.'._.Change beccm s effe{,twe'- G

To assess hese questions, equation 1 was estimated
using daily stock price data from September 23, 1977,
through December 31, 1984, Hwee zero-one dununy
variables were used to differentiate the periods assock-
ated with alternative monetary policy regimaes. 'Thus,
D1 = 1 from Seplember 23, 1977, through Oclober 5,
1979, zero elsewhere; D2 = 1 from October 5, 1979,
through October 15, 1982, zero elsewhere;and D3 = 1
QOctober 15, 1982, zero elsewhere. Interaction
terms are formed by multiplving each explanatory
variable by these dummy variables.” For example,
D1UM represents the effect of UM in the first subpo-
riod, D2UM the effect during the second and so on.
Table 1 presents the results of estimating equation 1
using these interaction terms and the various stock

after

price indexes.®

"Because the discount rate surcharge variable enters only during the
second subsample, no inleraction term is necessary. Also, the
choice of October 15 for the 1982 policy change is arbitrary, since
published accounts of the procedural change do not provide an
exact date.

*Note that equation 1 is estimated without day-of-the-week variables.
Previous analysis by Pearce and Roley {1985} using the same data
finds that the presence or absence of these variables did not
influence their results. Given this evidence and the fact that we are
using the same data, we also omit day-of-the-week variables. Other
evidence on the existence of day-of-the-week effects, much of it
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As the efficient markets hyvpothesis predicts, the
expected change in M1 EM does not significant]y
allect stock price changes. The resubts in table 1 indi-
cale thal none of the 15 estimated coetlicients on
expected money is statistically significant at the 5
percent level of significance. The test results in table 2
also bear out the efficient markets hyvpothesis, as the
reported F-statistics cannot reject the hvpothesis that
the coefficients on the expected change in money
together are nsignificantly different from zero. Thus,
the hvpothesis that the estimated coefticients on ex-
pected monev are zero across the different monetary
regimes is not yrejected by the data.

As predicted by the expected inflation and policy
anticipations hypotheses, but counter 1o the money

conflicting, are reported in French {1980) and Gibbens and Hess
{1981).

Following Pearce and Roley {1985) and Hardouvelis, we alse
included several other measures of economic "news” as explana-
fory variables in eguation 1. Those resuits indicated that stock
prices, irrespective of the index. responded {o monetary anncunce-
ments more reliably than the other measures, such as unexpected
inflation, economic activity or unemployment. Because the resulis of
these fests do not extend the analysis afready provided by Pearce
and Roley, we do not report them here.



demand hypothesis, unanticipated changes in M1
(M) generally have a statistically significant, negative
impact on stock prices. For instance, an unanticipated
%1 billion increase in M1 reduced the growth rate of
the SP506 and the SP400 by about 10, 12 and 11 basis
points across the three periods tested. The results in
table 2 provide supporting evidence that unantici-

pated money stock changes do affect stock prices. The
resulls on line 3 reject the claim that unanticipated
changes in M1 have no effect; the resuits on line 4,
which test the equality of the estimated coefficients
across the different policy periods, indicate that one
cannot reject coefficient siability at the 5 percent level.
These results show that only unexpected changes in
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Table:

money reliably influence the behavior of stock prices
and that there appears to be no statistically significant
change in this response across the different monetary
policy regimes.*

The general hypothesis about discount rate
changes on stock prices does not fare so well as the
hypothesis about the effects of unanticipated changes
in M1. Discount rate changes generally had a positive
hut not statistically significant (5 percent levell effect
on stock prices before October 1979 and after Gotober
1982. This result does not support the view that dis-
count rate increases should negatively influence stock
prices. it does, however, support the notion that, dur-
ing periods in which monetary policy emphasizes the
behavior of the federal funds rate, the discount rate
may not impart relevant policy information not al-
reacly contained in, for example, the federal funds
rate™

The results for the October 1979 to October 1982
period indicate that changes in the discount rate
result in stock price movements generally consistent
with the hypothesis described above. Changes in the
discount rate have a significant {one-tailed} negative

“This evidence is in sharp contrast to the resuits from studies examin-
ing the interest-rate/money relationship over this period.

24 should be noted that the discount rate changes during the pre-
October 1979 period are positive and significant at the 10 percent
level for all of the indexes except SPUTH.. For a possible explana-
tion of this result, see the shaded insert on page 8.

NOTE: Marginal significance levels are repofted in parentheses. Variable definitions are found in -

effect on all indexes during this period, except for the
SPTRAN index. The size of the estimated coefflicients,
however, is lower for the more narrowly defined in-
dexes than it is for the broad 5P500 and 5P400 mea-
sures. Thus, a 100 basis-point increase in the discount
rate during this period led to a 60 basis-point decline
in the growth rate of 5P500 and $P400, but only a 28
basis-point drop in the growth rate of the SPUTIL
ndex.

Why are the effects ol discount rate changes so
different across the different policy regimes? Prior to
Gctober 1979, movements in the federal funds rate
directly conveyed information about changes in pol-
icy objectives, thus making the informational content
of discount vate changes redundant® A similar argu-
ment can be made about the post-October 1982 pe-
riod, since the switch from a nonborrowed to a hor-
rowed reserves targeting procedure is similar to a
policy that smooths movements in the federal funds
rate® The finding that the estimaled coefficients on

*"The evidence in the shaded insert on page 8 and accounts of

discount rate changes in the Wall Streef Journal do not support the
gross generality of this view.

it a borrowings target {reterred 1o as the borrowings assumption) is
used and the primary determinant of discount window borrowing is
the federak-funds-rate/discount-rate spread, increases in the funds
rate, ceteris paribus, necessitate an increase in reserves since
borrowings will otherwise increase. Thus, reserves are injected, the
funds rate falls and borrowings return to their desired level. This
policy scenarie suggests that movements of the federal funds rate
after Oclober 1882 again directly refiect policy objectives. For a
more complete discussion, see Gibert.



discount rate changes are insignificantly different
from zero during the two different policy regimes
suggests that the market’s perception of changes in
the discount rate may not be any different after Octo-
ber 1982 than it was before Gctober 1979,

The test results in table 2 indicate that the discount
rate change is an important variable in explaining the
behavior of the broad indexes, bul is less so for the
more specialized groups. In fact, the reported F-
statistic for the SPUTIL index indicates that we cannot
reject the hypothesis that changes in the discount rate
together have no significant effect. The test results also
reveal that the effect of discount rale changes is not
equal across regimes at reasonable levels of signifi-
cance (except for SPUTIL).

Finally, the estimated coeflicient on the discount
rate surcharge (DRS} is highly significant and negative
for each of the stock price indexes tested. The magni-
tude of the effect on the broad stock price measures is
similar to that found by Pearce and Roley (1985); in
addirion, all of the stock price measures are affected.
In fact, unlike the results for the discount rate, which
tend to have a smaller effect on the narrower indexes,
a change in the surcharge rate actually had a larger
impact on the narrow indexes.

To sumimnarize, the hypothesis that only unantici-
pated changes in money negatively influence the
movement of stock prices cannot be rejected. This
finding, which holds for most of the stock price in-
dexes used and time periods tested, supports the
efficient markets hypothesis, rejects the money de-
mand hypothesis and corroborates earlier results
based solely on the use ol broad stock price indexes. It
also shows that the effect of discount rate changes
varies among the particular indexes and over the peri-
ods tested. Thus, although policy regime changes do
not appear to influence the market's reaction to unan-
ticipated changes in money, the evidence suggests
that the information conveyed through discount rate
changes varies across policy regimes.

Analysts generally assume thal positive and nega-
tive unanticipated changes in money have symmetri-
cal influences on stock prices.™ To test this hypothe-

| ittle research into the symmetry of the effects is available. Although
Pearce and Roley (1883) and Roley and Troll (1983) test for the
effects on interest rates when money changes are above or below
stated policy targets, this does not directly address the hypothesis.
Aiso, Pearce and Roley (1983} present similar tests for stock prices.

sis, we again use zero-one dummy variables to
generaie the appropriate interaction terms that differ-
entiate positive and negative observations of UM,

Table 3 presents the results of this test. Positive
values of UM are denoted by UM (+); negative values
by UM (—}* Negative unexpected changes in money
have no statistically significant effect on stock prices
using the SP500, SP400 and the SPTBAN indexes. In
each case, the reported t-values are quite small, as are
the estimated coefficients. In tests of the equality of
the coefficients on the positive and negative values of
UM, we find that, for these three stock price measures,
the t-statistics are large enough to reject equality at
the 5 percent level. It appears that only positive values
of UM have significant effects on changes in these
stock prices; the growth rates of these indexes fell by
16 basis points for a $1 billion surprise in M1. This
result suggests that market efficiency is violated =

The SPUTEIL and SPFIN results indicate that both
positive and negative values of UM have similar, statis-
tically significant effects on the stock price changes. In
these instances, the calculated i-statistics to test coef-
ficient equality are well betow any acceptable level of
significance. The symmetrical response of utility and
financial stocks to an unanticipated increase or de-
crease in the money stock indicates that these stocks
are relatively more sensitive to interest rate and price
level movements than other stocks.

The results of this study generally support the ef-
ficient markets hypothesis. Based on evidence from
several different stock price indexes, unanticipated
changes in money have a statistically significant effect
on stock prices, Expoected changes in money never
display a statistically significant effect. The estimated
effect of unanlicipated changes in money did not
differ across alternative moneltary policy regimes. One

*Values of zero are included in the UM (+) data. Discount rate
variabies are omitted from the SPUTIL equation, because the ewi-
dence in table 2 indicates that they are not significant (jointly) at any
reasonabie tevel. it should be noted that reestimation of the equa-
tions in table 3 using a seemingly unrelated regression procedurs
does nct alter the conclusions reached in this section.

*{ikas Hardouvelis, in private correspondence, suggests the fol-
lowing scenario. Consider the median forecaster facing the money
announcemen: with equal probability that the announced M1 figure
will be above or below the forecast. Given the results in table 3, the
strategy is 1o sell before the anncuncement, since a positive sur-
prise in money will lower stock prices while a negative surprise has
ne statistical effect. If such response persists, market efficiency is
violated.
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NOTE: The reported i-statistic is based on testing the hypothesis that UM (+) = UM{--}. An asterisk
denotes significance at 5.percent level. All other terms are defined in table 1.

result that does not support the efficient markets
hypothesis is the finding that the effects of unantici-
pated money changes are asvimetric: onlv positive
values of unanticipated changes in moneyv appear to
have a significant impact on the 5P500, SP400 and
SPEFRAN measures.

The effects of discount rate changes on stock prices
vary with changes in monetiny policy procedures;
their influence also lessened as the stock price index
became narrower. In general, discount rate changes
have significant negative effects on stock prices only
from October 1979 to October 1982, a period character-
ized by a monetary policy that focused on controlling
nonborrowed reserves. Before and after that peried,
discount rate changes convey little additional infor-
mation about poliov.
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week, initially on Tuesday, with a follow-up call on
Thursday, allowing respondents to alter their original
guess. From February 1980 through February 1884,
however, the survey was conducted only on Tuesday,
because of the Federal Reserve’s shift in announcing
the weekly M1 figures from Thursday to Friday after-
noon, Beginning February 1984, which corresponds to
the change from lagged to contemporaneous reserve
accounting and with the announcement day again
being changed from Friday to Thursday afternoon,



MMS once again used two surveys: the initial poll on
the Friday immediately following the Thursday inoney
announcement and again on the following Tuesday,
For this study, we use the forecasts from the Tuesday
survey. The data used here are those from Pearce and
Roley (1985} as updated by Doug Pearce. We would like
to thank him for making these as well as the actual M1
data available.

Actual changes in weekly M1, which appear in the
Federal Reserve’'s H.6 statistical release, are measured
as the first announced value minus the first revised
estimate of the previous week’s level. Pue o the
changing definition of M1 during our sample, the
following procedure was followed to obtain a series
consistent with that being forecast by the survev re-
spandents: Until February 1980, we use the old defini-
tion of Mt. Fram Februarv 1980 through November
1981, we use the actual M1B measure inot the M1B
value that was “shift-adijusted” for the introduction of
NOW accounts). Finally, from November 1981 through
the end of our sample, we use the current definition of
M1. Given the actual and expected series for money,
unanticipated changes in M1 (UM} are measured as
actual less expecled.

The stock price indexes used in this study are daily
close values of the broad Standard and Poor’s (SP) 500
and 400 indexes, as well as the industrv-specific in-
dexes for transportation (SPTRAN), utilities (SPUTIL!
and financial institutions (SPFIN}. In each instance,
the stock price change is measured as the difference of
the logarithuns.

Changes in the Federal Reserve's discount rate and
the surcharge are measured in percentage points; that
is, a 100 basis-peoint change in either rate is measured
as 1.0. Our measurement of the discount rate change,
unlike that in some studies, follows the Federal Re-
serve’s official dating procedure, changing when one
of the 12 Federal Reserve Banks has the approval of the
Federal Reserve Board lo change its rate. The data
used here 1s based on the day the new rate is in effect,
not when the new rate is announced in the financial
press.




