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7-7 . -  $qk<f DO KARKET IWTEFLEST RKjES KESPOb1D 
TO HONEY ANNOUNCEFENTS? 

Daniel L. Thornton* 

$<Research O f f i c e r ,  Federal  Xeser~re Bank of S t .  Louis.  The views 
expressed here  a r e  the a u t h e r ' s  and do  no t  n e c e s s a r i l y  represent: 
those of the  Federal. Reserve Bailb- h;f S t  Locis o r  the  Board of 
Governors of the Federal  Reserve system, I vocld l i k e  ca thark Wlec 
Chryskal,  Gerry Dwyer, B i l l  Gavin, Gfkas aa rdouve l i s ,  Rich Sheehan, 
David Wilcox and Geoffrey Wood and members sf   he macroeconomic 
workshop a t  the  U n i v e r s i ~ y  of Kentucky f o r  h e l p f u l  comments on an 
e a r l i e r  d r a f t  of this gaper a ~ ~ d  Rosemasie 3 u e l l e r  and Dawn P s r e r s s z  
f c r  t h e i r  Peszarch assistance. Any remaining e r r o r s  a r e  my own, 

ABSTRACT 

A number of s t s d i e s  have attempted t o  determine why money markes 
i n w r e s t  r a t e s  a r e  p o s % t i v e l y  c o r r e l a t e d  with unant ic ipa ted  inc reases  
i n  t he  money stock by examining the  response of che f o r e i g n  exchange 
and s tock  mzrkeLs KO noney announcements, They r e p o r t  a  s i g n i f i c a n t  
p o s i t i v e  re la t ionsh2p between t3e trade-weighted exchange r a t e  and 
unant ic ipa ted  inc reases  i n  the  money s tock  and a s i g n % % i c a n t  nega t ive  
r e l a t i o n s h i p  between unaneicipated inc reeses  i n   he money s tock  ard  
s tock  p r i c e s ,  These r e s u l t s  a r e  taken a s  evidence i n  favor  of che 
" 'unant ic ipa ted- l iqu id i ty-ef fec t"  explana t ion  of the money ~ a r k 2 t ' s  
response. This paper analyzes the r e spome  s f  these  markets and 
i n v e s t i g a t e s  the cons?stency of the  response t o  unanrfsPpated changes 
ic the money s tock  ac rgs s  markets ,  We find  ha: the  r e s u l t s  2or the 
fo re ign  exchange a d  s ~ o c k  markets a r e  sensitive t o  a  few ' o ~ t i i e r s '  
s o  thac rhese markets d o  no t  respond s r rongly  EG unanticipared 
changes i n  the  money s tock .  Furthermore a l l  t h r ee  ~ a r k e t s  gene re l iy  
do n o t  respona s i g n i f i c a n t l y  t o  the same money announcemewrs, We 
conclwle t h a t  rhe of ten-ciced evidence is not  suf fEciene  t o  
d i f f e r e n t i s t e  the  a n t i e i p a ~ e d - " l i o u i d f t y - e i f e c t  from rorcpeting 
explana t fsns  sf the  money ~ a r k e t ~ s  response ro anan t i z ipa t ed  changes 
i n  the  money s:3@k. 
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