





























Table 2
DAILY AUTONOMOUS FACTORS CHANGE AND FORECAST MISSES (MILLION $)

Daily Change 2004 2005 2006
(Absolute Values) Average Max. Average Mazx. Average

Currency in Circulation 918 3,510 855 927
Treasury balance 763 4272 704 283
Foreign RP pool 599 5,219 756 805
Float 721 2,724 943 1,192
Net Value* 1,336 7,209 1,666 1,887










The conventional textbook view is that the Trading Desk buys and sells securi-
ties in response to policy easings and tightenings |i.e., the liquidity effect]. From
the Desk’s perspective, however, the supply-demand balance is primarily a func-

tion of the demand for required balances, which is almost completely insensi-

tive to small changes in policy. Consequently, any change in the [FOMC's] target has
virtually no effect on excess supply or demand in the funds market [i.e., the period-aver-
age need]. (Krieger 2002, 74; emphasis added)
















With a sweep service in place paying interest at the target rate, monetary policy
operations could in principle be substantially simplified by supplying. via open market
purchases, more reserves than the banking system wishes fo hold.

The market funds rate thus would not rise above the sweep rate, except to
reflect borrower-specific risk. The New York Fed staff would merely need to provide an
amount of reserves that will be sufficient to oversupply the system with reserves and
meet daylight settlement needs. But they would not need to estimate datly reserves







