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Objectives of Monetary Policy

 per Federal Reserve Act

 per Joint Statement Fed and Treasury

 Excerpt from FOMC statement



Objectives of Monetary Policy

Federal Reserve Act:

The Board of Governors of the Federal Reserve 

System and the Federal Open Market Committee shall 

maintain long run growth of the monetary and credit 

aggregates commensurate with the economy's long 

run potential to increase production, so as to promote 

effectively the goals of…

• maximum employment, 

• stable prices, and 

• moderate long-term interest rates.



Objectives of Monetary Policy:

Federal Reserve and Treasury

Excerpt from Joint Press Release: March 23, 2009:

While the Federal Reserve has traditionally collaborated with 
other agencies in efforts to preserve financial stability, it alone is 
responsible for maintaining monetary stability. The monetary 
policy-making arm of the Federal Reserve, the Federal Open 
Market Committee (FOMC), determines monetary conditions in 
the United States, subject to its congressional mandate to foster 
maximum sustainable employment and stable prices. The 
Federal Reserve's independence with regard to monetary policy 
is critical for ensuring that monetary policy decisions are made 
with regard only to the long-term economic welfare of the nation.

http://www.federalreserve.gov/newsevents/press/monetary/20090323b.htm



Objectives of Monetary Policy

FOMC Directive (from minutes of the August 10, 2010 FOMC 
meeting):

“The Committee will maintain the target range for 
the federal funds rate at 0 to 1/4 percent and 
continues to anticipate that economic conditions, including 
low rates of resource utilization, subdued inflation trends, 
and stable inflation expectations, are likely to warrant 
exceptionally low levels of the federal funds rate for an 
extended period.”



FRB Pre-Crisis Balance Sheet

Assets Liabilities

Treasury Securities 791 Reserve Balances of Banks 14

of which bills 277 Req'd op balances of 12

Federal Agency Securities 0 Excess Balances 2

Repos 19 Federal Reserve Banknotes 777

Conventional 19 Treasury Balances at FRB 5

Loans 0 Foreign RP Pool 30

PCF 0

Other Assets 59 Other Liabilities 9

Capital 34

Total Assets 869 Total Liabilities and Capital 869

Balance Sheet of the Federal Reserve System as of August 8, 2007  ($ bn)



Implementing Monetary Policy “Old 

School”: Fed Funds? Reserve Balances?

 Banks can buy and sell their Fed balances with each 

other.  These transactions, known as “fed funds” trades, 

are exempt from reserve requirements  

 Fed funds trades are uncollateralized, and can be 

arranged directly or through the fed funds brokers

 Typical duration is one business day (overnight)

 DMM collects daily fed funds trade information from 

several fed funds brokers in order to compile and 

subsequently publish the “daily effective rate”: a 

weighted average of brokered fed funds transactions.



FRB Pre-Crisis Balance Sheet

Assets Liabilities

Treasury Securities 791 Reserve Balances of Banks 14

of which bills 277 Req'd op balances of 12

Federal Agency Securities 0 Excess Balances 2

Repos 19 Federal Reserve Banknotes 777

Conventional 19 Treasury Balances at FRB 5

Loans 0 Foreign RP Pool 30

PCF 0

Other Assets 59 Other Liabilities 9

Capital 34

Total Assets 869 Total Liabilities and Capital 869

Balance Sheet of the Federal Reserve System as of August 8, 2007  ($ bn)
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FRB Pre-Crisis Balance Sheet

Assets Liabilities

Treasury Securities 791 Reserve Balances of Banks 14

of which bills 277 Req'd op balances of 12

Federal Agency Securities 0 Excess Balances 2

Repos 19 Federal Reserve Banknotes 777

Conventional 19 Treasury Balances at FRB 5

Loans 0 Foreign RP Pool 30

PCF 0

Other Assets 59 Other Liabilities 9

Capital 34

Total Assets 869 Total Liabilities and Capital 869

Balance Sheet of the Federal Reserve System as of August 8, 2007  ($ bn)



Implementing Monetary Policy “Old 

School”: Major Tasks

In order to establish conditions in the Fed 
funds market to encourage trading at the 
target rate.  The Desk must: 

 Forecast the supply of reserve balances

 Forecast the demand for reserve balances

 Create a plan for how to meet the demand

 Execute open market operations



FRB Balance Sheet Response

Assets Liabilities

Securities Reserve Balances of Banks 95

Treasuries 477 Required Op Balances 15

bills 18 Excess Balances 80

lent throug TSLF 225 Reverse RPs 25

Federal Agency 10 Federal Reserve Banknotes 799

Repos 86 Treasury Balances at FRB 5

Conventional 8 Treasury SFP 160

Single-tranch 28-day 78 Foreign RP Pool 66

Swap Agreements 182

Loans 413 Other Liabilities 22

TAF Loans 150

Other Loans (Incl. AIG) 45 Capital 42

PDCF Loans 106

PCF Loans 39

AMLF (Boston/MM/ABCP) 73

Maiden Lane LLC 29

Other Assets 17

Total Assets 1,214       Total Liabilities and Capital 1,214       

Balance Sheet of the Federal Reserve System as of September 24, 2008 ($ bn)



FRB Balance Sheet Response
Balance Sheet of the Federal Reserve System as of November 12, 2008

Assets Liabilities

Securities 489 Reserve Balances of Banks 594

   Treasuries 476        Excess Balances 579            

    bills 18        Required Op Balances 15

    *securities via TSLF & TOP 200

   Federal Agency 13 Reverse RPs 25

Repos 80 Federal Reserve Banknotes 828

   Conventional 0 Treasury Balances at FRB 53

   Single-tranch 28-day 80 Treasury SFP 559

Swap Agreements 570 Foreign RP Pool 77

Loans 732

   TAF 415

   Other Credit (Incl. AIG) 84

   PDCF 57 Other Liabilities 39

   PCF/SCF 99

   AMLF (Boston/ABCP) 77 Capital 42

Maiden Lane LLC 27

CPFF 257

Other Assets 60

Total Assets 2,215   Total Liabilities and Capital 2,215   

($ billions) ($ billions)



FRB Balance Sheet Response

Assets Liabilities

Securities 2,050      Reserve Balances of Banks 1,044   

Treasuries 780         Required Op Balances 28           

bills 18         Excess Balances 1,017      

lent through TSLF -        

Federal Agency 157         Reverse RPs -       

Agency MBS 1,113      

Repos -          Federal Reserve Banknotes 906      

Conventional -        Treasury Balances at FRB 28        

Single-tranche 28-day -        Treasury SFP 200      

Swap Agreements -          Foreign RP Pool 60        

Loans 62           

TAF Loans -        Other Liabilities 21        

Other Credit (Incl. AIG) 24         

PDCF Loans -        Capital 57        

PCF Loans 0           

AMLF (Boston/MM/ABCP) -        

CPFF -        

TALF 38         

Maiden Lane LLC 68           

Other Assets 137         

Total Assets 2,317      Total Liabilities and Capital 2,317   

Balance Sheet of the Federal Reserve System as of August 19, 2010 ($ bn)



“New School” Market Monitoring
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“New School” Market Monitoring



“New School” Market Monitoring

0.00

0.05

0.10

0.15

0.20

0.25

1/4/2010 2/4/2010 3/4/2010 4/4/2010 5/4/2010 6/4/2010 7/4/2010 8/4/2010

% Fed Funds Effective Rate

SFP Resumes



“New School” Market Monitoring
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“New School” Market Monitoring
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“New School” Market Monitoring
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“New School” New RRP Counterparties

http://www.newyorkfed.org/markets/expanded_counterparties.html



“New School” New Draining Products

http://www.newyorkfed.org/markets/opolicy/operating_policy_100803.html



“New School” New Draining Products

http://www.federalreserve.gov/monetarypolicy/tdf.htm


