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RECENT DEVELOPMENTS IN THE IMPLEMENTATION OF MONETARY POLICY 

Starting fram 1983. Spanish authorities ha ve come te 

define their basie monetar:y targets in terms of 

"private sector liquidity" (A.L.P.). Along with 

maintain their ordinary targets of expanding M3 

of a supplementary device ta gather information 

growth of 

them, they 

as él part 

and as a 

useful tool for the implementations and monitoring of 

monetary policy. The same as in other countries that are 

faced with 

innovations, 

very mueh alike phenomena of financial 

ouz: authorities have decided that their interest 

should be facusad on ex broader aggregate tnat would measur<'! 

the liquidity at the disposal of hOllseholds and non-banldng 

firms. To improve tha controllability of ttlis ag'gregate they 

have introduced new regulations fOl: eaah requirements. 

extending the institutions and liabilities subject to ths 

legal coeficiente. And. once that the new caen ratio has come 

in-co for:ce 

t.aken to measure the inst.r:'umental variable, that serves as a 

guideline for tuero to r:¡overn their day-to-day operatlons in 

tha money markets. 

Tha reason why this change has come about ha ve 

already he en discussed previously (*). They are to be founa 

in ths dynamics of financial developments that have perturbad 

th@ relationships upan which the systern of control ia based. 

(*) Sea Annual Report 1982, page 196 et sequitur. 
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In this way. the pUblic have at their disposal some 

attractive-yielding •. high-liquidity assets that make of them 

very close substitutes for bank deposits. 

In this paper. we shall try to give a brief account 

of the changes and reasons why their introduction has seemed 

advisable. 

The intermediate variable 

In 

articulated 

5pain. 

in two 

the policy of monetary 

levels. At the first 

control 

level. 

is 

the 

authorities aim at achieving some specified ultimate goals 

(which are basically defined in terms of the rate of nominal 

expenditure) through the regulation of a variable that 

appears as ·an intermediate target. Taking a step further. the 

authorities make every effort to atta in such targets by means 

of controlling an operative or instrumental variable. This 

articulation at two consecutive stages. that would seem 

superfluous at first sight. would be justified. however. by 

lags in the process of gathering information and of 

influencing upon the evolution of the variables that measure 

the ultimate goals which are being sought foro 50 that.· if 

the authorities were to dispense with the intermediate stage 

and sought to establish an inmediate relationship between the 

rates of the economic activity and their operations in the 

money markets. they will be actually making a comparison 

between two series of fragmentary data at a distance from 

each other of no 1ess than a four-month periodo 
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This real fact has made it advisable to select a 

"substitute" for the nominal levels of production and 

expenditure. Le .• the quantity of money or of liquidity at 

the disposal of the economy whose information is processed 

simultaneously with. or within brief time-lags. the decisions 

to intervene in the markets. Besides. this variable serves as 

a means of witnessing and comparing how loan and deposit 

institutions are assimilating and transferring to their 

customers the signs set forth by the authorities in their 

operations of control. Therefore. if it is to be of use in 

the role assigned to it. the intermediate goal selected shall 

have to be a true reflection. in the first instance. of the 

evolution of the nominal levels of acti vi ty. as a resul t of 

the relationships of causality and of the statistical 

regularities with which both variables are tied together. 

~econdly. such variable must be liable to be controlled ando 

lastly. it should allow for obtaining a correct information 

about its development within a short span of time. 

From 1973 onwards. the variable selected has been a 

broad monetary aggregate: M3' and the authori ties have set 

out to attain a series of growth rates in terms of quantities 

for each six-month period or for a calendar year. The merits 

of this aggregate were self-evident for it showed a close. 

very steady relationship wi th the levels of expendi ture and 

nominal income of the Spanish economy. Besides. its evolution 

could be controlled within quite satisfactory margins and the 

information available was obtained in a prompt and realiable 

manner. 
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About the middle of the 70's. while inflationary 

expectations became stronger and were revised to upward 

levels. and the rates of interest of interest-bearing 

deposits continued to be regulated under the decision of the 

authorities. there were other more stric-t monetary aggregates 

--MI ando to a les ser degree. M2-- which could also offer 

appropiate information about how expenditure and prices were 

developing. Yet at the end of the decade. when a gradual 

deregulation of the financial system was under way and the 

administrative restrictions to freeze time deposits and to 

fix their interest rates began to being left aside 

systematically; when there was a crisis in the securities 

market as an alternative to deposits and when households and 

enterprises became finally conscious of the costs of 

opportuni ty of full liquidi ty. then there was a reflux to 

banks I time deposi ts. Subsequently. at the beginning of the 

80's. a process of generation of quasi-deposits set itself in 

motion. This was stimulated by pressures exerted over the 

financial markets owing to the increasing pUblic sector 

borrowing requirements and to costs and distortions brought 

about by the existing financial and fiscal administrative 

regulations. These developments. which began by subtract ing 

from the more stringent aggregates some capacity of 

information. brought about in the end intense disturbances as 

regards the demand for M3 while. at the same time. a 

remarkable stability in the demand for a larger aggregate. 

i. e.. the liquid assets held by the public (A. L. P.) could be 

easily noticed. Thus the basis was laid for the authorities 

to revise gradually their former choice. 
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The first move was from a system where there has 

been a centra Li za t ion, almost exclusively, around an 

intermedia te target, i ,e., M3 towards another scheme whose 

implementation was 

and A.L.P. 

based on two intermediate targets: 

The empírical evidence available until the end of 

1982 showed that the stability of the existing relatíonship 

among the growth of ~.li3' the pace of real expendi ture, and 

the rate oi inflation, was aboye the stability noticed as 

regards othar monetary and liquidity aggregates. Yat the mast 

recent exper ience and the projections of development in the 

money markets would suggest --with a fair: degree of 

probabi li ty-- that sorne futura displacements of such 

relationship may aCCUL:. Under these circumstances. becauas of 

reasana far caution and pragmatism that were necessdry at the 

moment, it was felt i:hat it I..lculd be adv:l.sable a course of 

act.ion consisting in cor.r:ecting tlle tar:gets o~ growth ror 

M3 as soan as a reliable 

displacements were available. 

information ab()ut these 

Econometric studies conducted until then paintea out 

tha t a far-reaching aggrega te of liqu. idi ty -·-1 iqu id desets 

held by non-bankinq firms and households···- cou1d maintain a 

fairly atable relationship with real expenditure and priesa. 

thouqh Bomewhat lesser than the one of M3 " On the other 

hand, and as it can be sean fram the table annexed 1.o1here a 

break-up 

shown, 

of 

the 

the different 

far-reachinq 

companents 

nature of 

of M 
3 

the 

and A.L.? is 

latter would 

immediately suggest that its behaviour would be more stable 
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when faced with displacements in the portfolios which may 

trouble the evolution of 1'13 becé::use such displacements are 

compensated for in the statistical definitions under which 

the overall positions of liquidity of the pUblic are 

gathered. Therefore, it stood ta reason to feel hopeful that. 

to the extent where the processes of generation of some 

asaets other than M3 were aecelerated, the equation of 

demand of A.L.P. and, in conelusion, the relationship between 

this aggregate and nominal expenditure would be finally more 

stable. AIl this would eall for a definition of the targets 

of growth for A.L.P. so that from the growth of both 

variables --M3 and A.L.P.-- sorne information about the 

above mentioned displacement could be obtained. The choice of 

a acherne of implementation based upon two intermediate goals 

had beeo finally reinforced by the shortcomings and lags in 

the statistical information available as regards A.L.P. and 

because the authorities had less ability to control its 

evolution. Thus. even when for longer periods E time it 

would seem advisable to eet out targets for .A. L" P., in the 

shorter run, at the time of fixing the paths of instrumental 

referenee and of evaluating the immediate evolution of the 

credit-granting system. the task of following the evolution 

of M3 became unavoidable. This had to be done, however, by 

paying a closer attention to the evolution of the interest 

rates and to those parts of the system which, as i t happens 

with the exehange markets, could provide information upon an 

excess (or a lack) in the liquidity held by the publico 

The aceumulated experience gained all along 1983 was 

showing that this seheme of aetian was eapable. in the Iast 
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instance. of assuring in a fairly reliable way. the necessary 

discipline to achieve a reduction in the domestic and 

external imbalances of our economy. Such scheme. however. 

would entail a series of shortcomings and was generating a 

number of distortions in the monetary and financial markets 
that would ca 11 for a change of strategy supported by sorne 

timely reforms introduced in the mechanics of the control. 

An intensification in the displacements of the 

portfolios held by the public made more evident the problems 

concerning the informa tion and control of 1 iquid assets. The 

1 a g in t he a va il a b i li t Y off i gu r e s f o r A • L • P • (k ) ma dei t 

more difficult a proper assessment of the monetary evolution. 

a task that became more problematic when the expectations 

held by the pUblic were ·very sensitive as regards the 

inflation and the rate of exchange. The control of this 

aggregate became less accurate as long as these displacements 

were sharper and this fact introduced a certain degree of 

instrumental instability and made the evolution of the 

monetary markets more volatile. 

The fact that the liabilities computed in the basis 

of assessment of required ratios --cash ratio. 

(*) Within the former scheme of information and control. 
blocks of figures for M3 in a ten-day period were 
available with a time-lag of ten days. Definitive data 
for "other liquid assets" referred to the last day of 
each month were obtained with a lag of a month or a month 
and a half afterwards. although for sorne items an advance 
could be obtained with a time-lag of fifteen to twenty 
days. 
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interest- bearing compulsory deposits and investment ratio-

were confined exclusively te banks' deposits implied ~hat a 

certain stimulus was being given to the generation of other 

banks I liabilities and to the appearanee of new tools and 

intermediarias. And. for a given remuneration of compulsory 

assets, sueh stimulus was growing along with the level of the 

market rates" 

Thus, the mUltiplier of cash a5sets was not only 

lesB stable and less predictable for A.L.P. than for M3 (*) 

(*) The relationship between M3 and the cash a5sets of the 
banks could be summarized as fol10w5: 

M AC = 1 ~ c AC 3 ". ma 

where: m i5 the respective mUltiplier a 
AC are the banking system cash reserves 
e i5 the currency-deposits ratio 
1 is the aggregate reserve ratio. 

The relationship 
summarized as: 

between A.L.P. 

ALP = mb AC = 1 + ~ + h AC 

and 

where: mb is the respective mUltiplier, 

AC could 

h is the relati~nship between ~Other liquid 
assets~ and banks' deposits. 

ALP = M3 ... "Other liquid assets~. 

be 

As it can be r.ealized. 
that mb would be less 

the presence of h 
predictable than 

is what makes 
ma " We could 

ínfer from the above that the evolution 
function of the interbanking rate of interest. 

of h i s a 
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but it a180 contained, as it has been already pointed out, 

sorne elamants of feeding-back of the strains in the monetary 

markets which caused a certain instrumental instability and 

enlarged the fluctuations OÍ the rates of interest and of the 

monetary agqregates. All this not only had a negative impact 

over the implementation of the monetary policy and on the 

achievement of ita goals but it also entailed very serlous 

risks as regards the performance and stability oE the 

financial system. 

Consequently, it was necessary ta bring about a 

refo:cro of the compulsory ratios anct, more particularly, of 

the cash ratio, so that tl1(~y cauld be extended to the bank's 

liabilities ( "') as a whole and to other financial 

intermediarias with the view I)f reducing al: eliminating the 

existing distorsiona. 

When the new regulations governing the required cash 

ratio (**) carne into force as from Januar.y of this year, 

noticeable improvement as regards the information canceen 

A.L.P. and the capacity of the authorities to cant.ral Íi::s 

evolution has been achieved. 

C-) With the exception of their own resources. 

(~ A summary. together with their respective referencBs, 
can be seen in the Boletín Económico, Bani;: of Spain, 
January 1984, pages 33-35. 
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The eapacity of eontrolling A.L.P. is now rather 

similar to the control of -M3 (*). In the first iostance. we 

must predict the evolution of the Treasury BilIs held by the 

pUblic, whether definitively or temporarily tranferred. In 

the second, it is necessary to prediet the evolution of 

"other banks' liabilities" exclusive of deposits. subject to 

cash coefficients. 

e*) Taking into account the new regulations, the relationship 
between eash reserves, on the one hand, and M3 and 

A.L.P. on the other, could be summarized as follows: 

Let it be: 

M3 = E + D = E + pe - OPB 

ALP = E + D + OPB + PT = E + PC + PT 

where: 

E is currency. 
pe are the liabilities subject ta reserve requirements. 
D is the amount of bank deposits. 
OPB are the other banks' 1 iabi 1 i t ies sub j ect to reserve 

requirements. 
PT are the Treasury BilIs held by the publico .. hether 

definitively or temporarily transferred. 

Once that the following ratios have been defined: 

e' = lL i OPB j PT l' AC 
PC PC PC PC 

wa obtain 

M3 
1 + e' - i AC. and l' 

ALP 1 + e' + j AC. l' 
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Lastly, we still have sorne comments upon the good 

qua,lity and the quickness of the informatían received about 

both aggregates. Immediately after the reform introduced in 

the cash ratio. the monetary authorities collect the 

evolution of the majority of the components of A.L.P. with a 

time-lag of five working days. as long as declarations of the 

basis of assessment of this ratio are being processed. 

Likewise, the first steps to start a process for the 

collection of information are now being tcken, with a 

time-lag of ten calendar days with respect to the end of the 

month. Such process deals with the growth of other liquid 

assets held by non-banking firms and households not included 

in the liabilities computed to assess the cash ratio. as it 

is the case with Treasury BilIs bought by the publico or with 

repurchase agreement iÍlvolving public assets. rf we may rely 

on these sources, the good quality of the information 

obtained as regards these two variables is very much alike, 

although, in the case of M) and the other. banks' 

liabilities computed to assess the cash ratio. the frequency 

and rapidity are decidedly better. 

To sum up. the improvement in the statistical 

information and in the capacity of control implicit in the 

new regulations governing the reserve requirements of 

credit-granting institutions that have come into effect at 

the beginning of 1984 has added up to a greater stability 

shown by the demand for liquid assets held by non-banking 

firms and households during the most recent period. 

This mix of related reasons is what justifies the 

fact that the liquid assets held by non-banking and 
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households ha ve now come to occupy a crucial place in the 

implementation oE the monetary policy. On the other hano, 

M3 is also performing tJ:1e role of an intermediate target 

o'Wing to the quickness and good quality of the information 

obtained froro thero. Such role will he useful, together with 

the inforroation available about the evolution of the rest of 

to assess the cash ratio, to other liabilities computed 

evaluate the inertia and 

processes of growth of the 

the reactions underlying in the 

short time-horizon. 

per iods, the targets 

sayo at 

credit-granting system within a 

less than a month. For longar 

defined in terms oi growth 

will ha ve a tendency te prevail over:, so that the 

expansion for M3 will be conditionals ta the 

advanced with respect ta the rest of liguid asasts. 

of 

targets oE 

previslons 

Nonetheless, the Bank of Spain will contirme to pay 

attention ta the evolution oE both aggr~gates and ahall 

endeavOllr: ta make a j 

by the behaviour of thair 

attention will be extended to 

about the informacion Bupplied 

differente componentE:. Such 

the rest of the monetary and 

credit aggregates and also to those financial variables that 

contain information as regards the evolution oi the ultimate 

goals pursued by the author:ities. All this i8 a11 the more 

necessary in a world of changing relationships and where 

financial developments have attained a graat fluidity. 

Evolution of the path of cash assets 

As it has been already discussed, the selection oE 

A.L.P. as an intermediate variable and the enlargement of the 
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liabilities subject to reserve reguirements ha ve determined a 

bundle of finishinq touches in the process of knowing 

quantitatively the instrumental path of cash reserves. 

Nevertheless, the changes introduced at this level do nat 

ha ve an 

variable 

temporary 

influence upon the selection 

--banking system cash reserves 

modulation, this latter being 

of the operative 

(*)-- nor upon its 

dependent on the 

short-term evolution of interest rates and exchange markets, 

but upon a procedure of computation that allows us to pass 

from targeted path for A.L.P. to the nearest stage closer to 

the Bank of Spain operations in the inter-banking marl<:ets. 

Once that the authorities, within the framework of 

annual rates of growth for A.L.P., have fixed a concrete 

guideline which becomes a landmark for the implementation of 

the control for a short period of time --a guarter, for 

example-- the Banl<: of Spain proceeds to find out the path of 

growth of the seasonally-adjusted series of A.L.P. which will 

determine its action for the next month. As from this moment, 

a forecast as regards 

the public wi11 be 

evolucion in the pace 

observed between 

the growth of Treasury Bills held by 

elaborated taking into accunt the 

of fortnightly bids; the differentials 

the rates of interest of 

(*) The selection of this variable has been reinforced by the 
new regulations about the lagged computation of the cash 
in the banks' vaults (see Circular 1/1984 from de Banl<: of 
Spain to private banks and savings banks). In this way. 
errors in the prediction of this component are thus 
avoided. Such errors were affecting the capaci ty of the 
authorities to control short-term evolution of cash 
reserves. This fact has added up to the improved 
predictability of the mUltiplier. 
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banks' liabilities and the cates of interest of Treasury 

BilIs; and the situation in the monetary markats. AIso, 

tendency elements within the foreseeable evolution of 

currency are evaluated. Thus, we are trying to draw out the 

permanent elements so that the expansion of the banking 

system will not be affected by transitory movements of legal 

tender hoardings. Likewise, we are making an estima~e as 

regards the evolution of sight deposits of individuals with 

the Bank of Spain and of the mortgage securities issued by 

special credit institutions. These are components whose 

variation and importance within the ensemble of A.L.P. are 

much lesser. 

As soon as these four: components have been 

calculated and put aside trom the rest of A.L.P. te the 

extent thdt the schedules of fulfilment of new assets 

included in the cash ratio will be effective, a bundle oE 

forecasts will be then incorporated. Such predictions deal 

with the autstanding balances far operatians carried out 

befare the new cash ratio came into force which are not 

include temporarily in the basis of computation (*) and which 

are shown apart from the values of reference far A.L.P. 

(1<) At this moment things are going an this way as regards: 
short-term bank' bonds whose appearance in the market was 
approved before 31st December 1983; mortgage securi ties 
whose descriptive booklets were approved befare 25th 
October: of the same year; liabilities arising aut af 
insurance operations, and endorsed bilIs and promissory 
notes of campanies, guaranteed in the financial years 
before 1984. 
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In the sarna manner, until the new cash ratio for cooperatives 

carnes into effect. an estímate about the progress of their 

1 iabi 1 i t ies is elaborated through i ts segrega tion f rom the 

residual ensemble. 

Once that al1 these operations are carried out, we 

still ha ve the aggregate of eligible assets of the banking 

system --deposits' balances and operations which are now 

included in the basls of the ratio-- for which the Bank of 

Spain i8 required to supply cash assets with a view of 

regulating their. rate of growth. To obtain the amount of 

theze assets. the value of the required ratio --18%-- will be 

applied to tlle 

prediction of the 

to maintain as 

above referred remainder, te which a 

excess reserves ratio that the system tends 

an average will be incorporated. In this 

instance. erratic ax: transitory components are also taken 

away. As soon as this magnitude is estimated, the ca eh 

existing in the banks ¡ vaul ts the previ.ous month is exclllded 

from the block of cash assets. The resulting values fer 

deposits 

ten-day 

107ith the Bank 

averages of the 

of Spain, considered in terms 

original series, 107i11 serve as 

of 

a 

guiáeline for the Bank of Spain daily operations in the money 

markets. 

At it has been already realizad. until the schedules 

of adaptation ta the new regulations about the reserve 

requirements come to an end, this process is characterized by 

a greater complexity. Once that such period wil1 be finished. 

the method of elaboration shows a remarkable resemblance with 

the one previously used, with the exception that at the 
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present moment it i5 necessary ta evaluate the acquisition by 

the non-banking firms and households sector of Treasur:y 

BilIs. both definitively and with a repurchase agreement. 

A few final remarks abollt the changes when measuríng liguid 

assets at the aisgosal cf the publico 

As 

cooperative 

wi thín the 

it can be seen from Tabla l. the intsgratien oE 

credit associations fo!: accounting purposes 

banking system has been accompanied by a new 

definí tion oE the 

savings and time 

credi t associations 

monetary 

deposita 

and liquidity aggregates. Sigilt. 

oE the pUblic with cooperative 

are thus included in the measurement of 

TD.ere have a180 been sorne revisions in the 

dafinition of A.L,P. In the first instance. owing to tha fact 

that the cooperat ve credit associations 11avEl been included 

into the eredi t-gr:anting system, and ta the consolidation oE 

the societies acting as intermediarias 

within 8uch sy8tem at the time oE 

liquidity aggregates. Secondly, sorne 

in the money market 

ered i t and measuring 

additional 

quasi-deposits 

with temporary 

assets to the 

haya also been included, as 

transfers (with repurchase 

publ le fr,'om cred i t-grant ing 

items 

it 18 the 

agreement) 

institutions 

oE 

case 

(Jf 

and 

from Bocieties acting as intermediaries in the money m~rke~. 

and with insurance and capitalization operations carried out 

by savings banks. Lastly, the information available about 

deposits of Public Administrations with prívate banks have 
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allowed for tham to be excluded from M3 and A.L.P. where 

they were appearing until now in a spurious manner. rt should 

be understood by the terro "public" the ensemble of resident 

individua ls and companies other than Publ ie Admini s tra t ions, 

credit-granting institutions and soeieties aeting as 

intermediaries in the money market. 

Whenever 

statements about 

the souree of information would be the 

the cash ratio, the monthly figures will 

come out as daily average balances and in the case when the 

sourees are the monthly balanee-sheets, the monthly average 

balance eould be obtained as a semi-suro of the corrasponding 

figures between the previous end of the month and the current 

month-end. 



'l'ABLE 1 

Liquid assets held by the publie (1) 

--------- Cred it-grant ing inst itut ions ~ Issuers S.M.M.D. -
---~ Cooperative Spec ial 

(soeieties aeting as 
'l'reasur 

Assets ~ 
Bank of Pr ivate Savings 

ered it cr"ed it 
intermed iar iéS 1n 

Spain banks banks 
associations inst itut ions the money market) 

y 

Curreney (2) * 

Depos its (s ight, sav ings, and time) (3) " ** ** ** 

Liabilities fram insuranee operations ** 

Short-term banks Bonds ** ** I 

Mortgage securities "* ** ** " 
Banker acceptanees ** I ** ** 

Guaranteed eommereial paper ** I ** ** 
I 

Repurebase aperations with private assets ** ** ** ** 

Repurehase operations with public assets " .. * .. " 
Cért if ieates of Monetary Regulat ion " 

I 

Treasury BilIs .. 
J 

(*) Item ineluded amang liquidity and monetary aggregates. Components of M3 are enelased within the thieker lineo 
("*) Items ineluded among the definition of monetary and liquid.ity aggregates which are al present eligible liabilities af 

the required cash ratio. 
(1) By the term "public" it is generally understood those resident índividuals or campanies, which are not included among 

Publie Administrations, eredit-granting institutions or soeieties acting as intermediaries in the money market. 
(2) For statistical purposes, the circulatian of coins issued by the 'l'reasury is ·treated as if this function were 

perfarmed by the bank of Spain. 
(3) Certifieates of deposits and promisory notes issued by ballking Ulstitutions are ltleluded among time deposits. 

f--' 
00 
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