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a. Growth rates are percentage rates calculated on a fourth-quarter over fourth-quarter basis. 
b. Adjusted for sweep accounts. 
NOTE: All data are seasonally adjusted. Last plot is estimated for March 1996. Dotted lines represent growth ranges and are for reference only. 
SOURCE: Board of Governors of the Federal Reserve System. 

In the  past year, the Fecleml Open 
Market Committee h:ks thrice votecl 
to lo\\-er its lie). fecleral funcls rate 
target: from 6%) to 5.75% in July, to 
5.5% it1 Deceml~er, then to 5% in 
J ~ I I L I ~ I - J ; .  The filncls late-the inter- 
est rate paicl on  overnight loans of 
reserves I>et\veen 1>;1nl<s-repre- 
sents the key information gi~icling 
open-market operations for control 
of b:lnl< reserves. Because rese~ves 
;ire the raw materi:ll tor the creation 
of Inonetar). assets by the I~anliing 

system, their control is the channel 
through which central bank opera- 
tions affect the supply of money in 
the economy. 

In essence, the federal funds rate 
is the price of obtaining 1.eserves. 
T ~ L I S ,  when dernancl for reserves es- 
ceecls supply, the rate tencls to rise. 
ancl vice versa. All else being equal, 
then, lnaintaining a lower fi~nds-rate 
target illiplies a greater supply of re- 
serves by the monetary authority 
:ind, pres~~mably ,  a Inore sapicl ex- 
pznsion of money. 

Of course, all else is not always 
equal, alld I>la~ll<et interpretations of 
rising and falling fi~nds-rate targets 
are ill-adviseel. Still, the past year's 
coinciclellce of falling rates ancl 
slow growth or outright declines in 
the narrow money ~neasures-total 
reserves, the monetary base, ancl 
Ml-can't help but be puzzling to 
111ost oi>se~vers. 

The resolution of the puzzle 
seems to be founcl in sweep 

(cot?titzzieclo~? tzext pcgej 
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Monetary Policy (cont.) 

Transaction Deposits initially Swept into 
Money Market Deposit Accounts 
(Billions of dollarsa) 

Quarterly Cumulative 
averages total 

1994:lQ 7.5 7.5 

1994:llQ 0.0 7.5 

1994:lllQ 1.5 9.0 

1 994:IVQ 0.9 9.9 

1995:lQ 0.0 9.9 

1995:llQ 12.2 22.1 

1995:lllQ 11.1 33.2 

1995:IVQ 21.3 54.5 

January 1996 14.0 68.5 

Billions of dollars a 
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a. Not seasonally adjusted. 
b. Last plot is estimated for March 1996. 
SOURCE: Board of Governors of the Federal Reserve System. 

accounts. Createel to help I~anks 
econonlize on  the reserves that are 
requirecl to suplx)rt cIcIII~I~IcI de- 
posits, these accounts involve the 
very short-term "s~veeping" of 
checkable deposits into money Inas- 
lcct cleposit ~lccounts. 'l'hese activi- 
ties are essentially invisible to the 
householcls that o\vn check:ible de- 
posits, ;u~lcl so  h2x.e little impact on 
true tr;i~ls:lction I)al;lnces. However. 
stveep activities can, and app:uently 
clo, significantly clepress reserves 

ancl other narrow money measures. 
Sxveep accounts began appearing 

on the nlonetary radar screen in 
1994 anti have grown in importance 
since then. Fro111 the first cluarter of 
1994 through the fourth cluarter of 
199 5. the cumulative total of transac- 
tion cleposits initially swept into 
money market deposit accounts has 
risen more than sevenfolcl. At the 
same time, the clisp:~rity between 
narrocv-money growth rates before 
ancl after adjusting for s-weepsihas 
increased. Throughout most of 1995, 

~~nacljustecl total reserves ancl unacl- 
justed M l  actually declineci, ~ ~ h i l e  
acljusted measures grelb-. 

These circumstances suggest po- 
tentially large cllallges in the way 
we "reacl" monetary develop~llents. 
Attenelant to ;my such changes is the 
question of how these develop- 
ments alter the central l~anli's ability 
to exercise monetary control. 

Fortunfitely, there is thus fils little 
eviclence that the swfeep account 

(coi?tir~~ied 011 f1extp~lgc~) 
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1Monetary Policy (cont.) 

Percentage points 
3 I CPI INFLATION MINUS ITS  TREND^ I 

Percent change, lourth quarter over fourih quarter 

a. Trend CPI inflation is defined using median CPI breakpoints. 
SOURCES: U.S. Department of Labor, Bureau of Labor Statistics; Federal Reserve Bank of Cleveland; and Board of Governors of the Federal Reserve System 

phenomenon 1:s substantially 
afkctecl the lcey aspects of Illoneta1-y 
operations. Although the level of 
total resel-ves has cert:tinly heen al- 
rered by sweep xctivities, the volatil- 
ity of reserves appears unchangecl. 
Similarly, the \.:trial,ility of the fed- 
eral funcls rate about the : ~ n n o ~ ~ n c e d  
or perceivecl t:lrgets has not been 
greater in the t\vo years since 
sweeps were introclucecl than it  was 
in t h e  two ye:trs I~efore their cre- 
ation. In k t ,  ille standarcl cleviation 
of  t h e  sate from irnpliecl targets in 

the 1991-93 period was actually 
grezter than cleviations fro111 tlie tar- 
get in the periocl since the first cluar- 
ter of 1994. 

The funcls 12te is, of course, not 
an encl in itself. The sanle can be 
said of rnonetLt1-y growth. 'l'hey are 
nlerely instruments for the conduct 
of monetary policy, the ulti~nate aim 
of \~;\;hich involves I,roacler macro- 
econon~ic perfor111;tnce. Price-level 
or inflation outcomes are particu- 
larly important. 'I'here can be little 
solace in the fact that financial m:tr- 
lcet ctevelopments like sweep ac- 

counts clo not much affect the cen- 
tlxl bank's ability to control, say, the 
fecleral funds rate, if :it the same 
time inflation rises or becorues sig- 
nificantly Illore volatile. 

Fort~~nately, there is again no evi- 
clence of ~tnusual nlonetary policy 
behavior in the periocl since the he- 
ginning of 1994. Inflation has been 
ro~tghly const:unt for three years run- 
ning, as has been the stantlard devi- 
ation about trend. In this important 
respect, the introcluction of sweep 
~ C C O U I I ~ S  has been a nonevent. 
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