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ABSTRACT 

It i s  c o m ~ o n l y  b e l i e v e d  t h a t  t h e  F e d e r a l  R e s e r v e  r a r g e t e d  

money growth d i r e c z l y  and a l l o w e d  g r e e r e r  v a r i a t i o n  i n  i n t e r e s t  

r a t e s  d u r i n g  t h e  Ocrober  1979-October 1982 p e r i o 2 ,  O the r  c h i n g s  

t h e  same, t hLs  p o l i c y  regime x o u l d  be  e x p e c ~ e d  L O  i n c r e a s e  t h e  

r i s k  premium on t he  dollar exchange  r a t e  r e l a t i v e  co  a  reg ime that 

a t t e m p t e d  t o  r e d u c e  v a r i a t i o n s  i n  t h e  i n t e r e s t  r p t e ,  We f i n d  t h a t  

r i s k  prernia a p p a r e n ~ l y  dia i n c r e a s e  d a r i n g  t h e  r eg ime  of  $11 

t a r g e t i n g ,  T h i s  i m p l i e d  t h e t  f a i l u r e  t o  r e c o g n i z e  t h e  e f f e c t s  of  

changes  i n  Fed p o l i c y  i s  a s o c r c e  of  specification e r r o r  in 

exchange  r a t e  mode l s ,  

* Senior Economis t s ,  F e d e r a l  Rese rve  Back cf 5i- L c u i s  

T h i s  p a p e r  i s  s u b j e c t  co ~ e v i s i o n  and i s  f o r  r e v i e w  ard comment, 

Nor t o  be q u o t e d  vitho:t t h e  a u t h o r s ~ p e r m i s s i o n ,  






































