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Fed Balance Sheet Tracker: Jun 11, 2021 
MNI View: Steady Funds Rate May Preclude Fed Tweaks 

By Tim Cooper 
 

• The Fed’s balance sheet has risen to a record $8trn, with Treasury (nominal and TIPS) and MBS holdings up by 
$125B in the week to Jun 9. This is roughly as expected given the Fed’s $120B monthly asset purchase pace.  

• Apart from constant speculation over the timing of a potential Fed asset purchase taper, there are a few other items on 
the monetary policy agenda that bear watching, starting at the June FOMC and through the summer. 

• These include the potential for short-term tweaks to administered rates; the rise in overnight reverse repo usage; 
shifting policy on short-end holdings; and possible tapering of MBS before Tsys. 

 
 

Steady Funds Rate May Preclude Fed Tweaks 
 

Despite continued evidence of rising reserves putting downward pressure on overnight rates, most analysts see a Fed 
adjustment of administered rates this month as a close call. Prevailing opinion on whether the Fed will act appears to be 
shifting toward an expectation of inaction, as the funds rate 
remains at 0.06% (despite a brief dip to 0.05%).  

• While it appears that a small majority of sell-side analysts 
expect the Fed to adjust administered rates (potentially 
raising both IOER and ON RRP rates) at the June Fed 
meeting, and for good reasons – there are likewise some 
good reasons for the Fed to hold off for now. 

• For example, former Fed Board division of monetary affairs 
chief Vincent Reinhart told MNI that the Fed is likely to 
abstain from raising rates paid on reverse repos or excess 
reserves despite potential financial stability risks as money-
market funds drown in surfeit liquidity. More specifically, 
Reinhart said the Fed is more likely to focus on the funds 
rate which has remained relatively stable, and ignore 
softness in bill and repo rates, which are the Treasury's 
responsibility. 

• Indeed, steadiness at 0.06% in the effective Funds rate 
probably isn't enough for action. And per our Policy 
Exclusive (“Fed IOER Hike On Hold Unless Debt Limit Talks Drag On”, p.9), tweaks look to have been parked for now, 
with officials only likely to move if negotiations over the debt limit drag on into the fall, current and former officials told MNI. 

 
Fed Comfortable With ON RRP? 

 
Usage of the Fed’s overnight reverse repo facility is soaring (rising above $500B for the first time this week, hitting $534B 
on Jun 10 in the 4th consecutive day of all-time highs) and that's likely to continue rising into quarter-end with reserves 
mounting. Continued high takeup will almost certainly be a question for Fed Chair Powell at next Wednesday's FOMC press 
conference. But there are reasons to be skeptical that the Fed will be overly concerned by these developments.  

• MNI's Policy Team reported last month that the Fed appears comfortable with such usage, at least so far. While the 
facility is ballooning, it appears to be absorbing system reserves effectively. 

• Per our reporting (see MNI’s Policy exclusive on page 9): “The central bank appears to be satisfied with increased 
usage of the reverse repo facility after per-counterparty caps were lifted in mid-March to USD80 billion from USD30 
billion.… some ex-officials expect that could temporarily spike to USD1 trillion at quarter-end [in June], well above the 
previous all-time high of roughly USD650 billion.” 
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Reasons For The Fed To Reconsider Short-End Holdings  
 

One column in the assets table that has flatlined at zero since the launch of the current asset purchase program is T-bills, 
which have remained stuck at $326.0bln for 63 consecutive weeks. In late 2019, the Fed started buying ~$60bn/month in 
bills as a "technical" measure in order to ensure "ample reserves" were available in the system. When QE restarted at the 
beginning of the pandemic, this was no longer necessary, but holdings continued to be rolled over via reinvestment. 

• Some observers have suggested (including BofA) that the Fed 
could in future allow bills to mature without reinvestment. This 
would help drain some reserves from the system, and probably 
wouldn't have too much negative impact on the front-end (indeed 
the Fed may be happy with a modest yield rise, with some bills 
recently trading in negative yield territory several months out). 

• Wrightson ICAP doesn’t expect a change in short-term asset 
holding policy, in part because a shift now would complicate 
communications on a taper.  

• But they wrote on Jun 1: "there is no fundamental reason why the 
Fed should be sitting on more than $1 trillion of Treasuries maturing 
within one year at a time when nonbank investors are so starved for 
short-end assets that money funds are forced to recycle half a 
trillion dollars of surplus cash back into the RRP facility. The Fed is 
not providing any additional 'policy accommodation' by holding onto 
those short-term assets; at this point, it is just adding to market 
strains at the front end." 
 

Taper Could Lead With MBS 
 

• With U.S. house prices rising in double-digits, some FOMC officials have publicly expressed openness to the idea of 
leading a taper with MBS (which makes up $40B of monthly net purchases, vs $80B for Tsys). 

• Boston Fed Pres Rosengren said for instance that "I do think that as we think about tapering one of the things that we 
are going to have to think about is at what speed we taper the Treasuries versus the mortgage-backed securities…One 
of my financial stability concerns would be if the housing market gets too overheated."  

• Such a shift would most likely have to wait until the overall tapering decision is made – but it’s likely to be a key issue 
for Powell and the FOMC to address in the coming months, particularly if the housing boom continues apace. For 
more on this see MNI’s Policy story on page 8: “Fed To Consider MBS-Led Taper As Housing Booms”. 
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Fed Balance Sheet Overview 
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Detailed SOMA Holdings 
 

 
The Fed's System Open Market Account (SOMA) contains assets acquired through open market operations. Source: NY Fed 
 

 
Extraordinary Liquidity And Lending Facilities 

 

 
Source: Federal Reserve (full description of these facilities available by clicking here) 
 
 
 
 
 
 
 

https://www.newyorkfed.org/markets/soma-holdings
https://www.federalreserve.gov/monetarypolicy/policytools.htm
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Selected Balance Sheet Items / Overnight Rates 

 

  

Daily ON RRP And Treasury General Account Levels ON RRP Daily Level / Chg (US$ bn)

Selected Overnight Rates (%) Secured Overnight Financing Rate (%)

Fed Tsy Holdings By Time To Maturity (% Of Total) Fed Short-Term Tsy Security Holdings
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Fed Treasury Purchases  
 
NY Fed Operational Purchases – Accepted And Cover Ratio (Coupon Tsys and TIPS) 
 

 
 
 
 
Latest week’s NY Fed operational purchase results: 
 

• Fri 4 Jun: Tsy 7Y-10Y, $3.201B accepted vs. $11.664B submission  

• Mon 7 Jun: Tsy 10-22.5Y, $1.401B accepted vs $5.687B submission 

• Tue 8 Jun: TIPS 1-7.5Y, $2.001B accepted vs $7.024B submission 

• Wed 9 Jun: Tsy 22.5Y-30Y, $2.001B accepted vs $4.990B submission  

• Thu 10 Jun: Tsy 4.5-7Y, $6.001B accepted vs $20.067B submission 

• Fri 11 Jun: Tsy 10Y-22.5Y, appr $1.425B 
 
 
Upcoming Schedule: 
 

• To be released by NY Fed at 1500ET on Jun 11. Link to NY Fed Schedule release here  
  

https://www.newyorkfed.org/markets/domestic-market-operations/monetary-policy-implementation/treasury-securities/treasury-securities-operational-details
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MNI Policy Team Insights 
 

MNI EXCLUSIVE: Fed To Consider MBS-Led Taper As Housing Booms 
(Published May 20, 2021) 
 
By Pedro Nicolaci da Costa and Evan Ryser 
 
A surging U.S. housing sector is forcing Federal Reserve officials to consider a policy option many FOMC members 
would likely prefer to avoid, current and former officials tell MNI -- the possibility of leading a taper of QE with a 
larger reduction of mortgage bonds than Treasuries. 
 
"I think there'll be an appetite for tapering MBS a bit faster than Treasuries," said Jonathan Wright, a former 
member of the Fed Board's division of monetary affairs and current New York Fed adviser. 
 
"There are those who are more worried and would particularly want to dial back on MBS and I could actually see 
that being a consensus of the Committee, that they want to first of all get out to the MBS market." 
 
U.S. home prices jumped 12% in February, matching a record increase in February 2006, just before the housing 
market cratered and dragged the economy into the Great Recession. Housing starts for April also hit a 15-year 
high. 
 
"The Fed has to start the tapering process one way or another and MBS is a good category to start with given the 
strength in housing," said Chan-Guk Huh, a former San Francisco Fed economist. 
 
When the Fed first embarked on QE in response to the Great Recession, it bought mortgage-backed securities 
because the housing market was the focal point of the crisis. Officials then argued they were trying support the 
broader economy, not a specific sector, a view Fed Chair Jerome Powell reiterated in his last press conference. 
 
But minutes from the Fed's April meeting showed "a number of participants commented on valuation pressures 
being somewhat elevated in the housing market." 
 
--THIS TIME IT'S DIFFERENT 

 
While there is broad consensus today's housing market is not as susceptible to a crisis thanks to Dodd-Frank and 
other reforms which have strengthened banks and boosted their capital, there are still signs of froth, and many first-
time homebuyers are being priced out of the market. 
 
"Households have plenty of equity, and the credit quality of the stock of mortgage debt is much higher than in 2006 
-- there's no subprime to speak of," said Andrew Haughwout, senior vice president at the New York Fed who 
focuses on the housing sector. But he pointed to growing investor activity in the market. "It's not nearly as high a 
share as back in 2006. But it's growing and it's something we need to watch." 
 
That kind of shift has already prompted a couple of regional Fed presidents to publicly express openness toward 
the idea of leading a taper with MBS. 
 
--A VOCAL MINORITY 
 
The Fed is currently buying USD120 billion in bonds monthly -- USD80 billion in Treasuries and USD40 billion in 
MBS -- to support the economy, and has vowed to keep doing so until the country makes "substantial further 
progress” toward stable price and full employment goals. 
 
"I think this would be a good topic for debate and will be debated once that topic is open but let's let the chair open 
up that discussion," Bullard told reporters during a Wednesday press briefing in response to a question from MNI, 
sketching out the broad lines of a disagreement among policymakers over how to treat MBS and Treasuries. 
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"Some people would say they are very similar because Freddie Mae and Freddie Mac are still in conservatorship 
so it's like a Treasury bond," he said. "Other people think there's more segmentation in the market and you're 
feeding into the housing boom by purchasing the MBS." 
 
Eric Rosengren and Robert Kaplan, presidents of the Boston and Dallas Feds respectively, appear to be in the 
latter camp. 
 
"I do think that as we think about tapering one of the things that we are going to have to think about is at what 
speed we taper the Treasuries versus the mortgage-backed securities," said Rosengren in a recent Q&A. "One of 
my financial stability concerns would be if the housing market gets too overheated." 
 
The Fed has historically been reluctant to either acknowledge or try to prick asset bubbles, and remains that way 
today. 
 

 
MNI EXCLUSIVE: Fed IOER Hike On Hold Unless Debt Limit Talks Drag On 
(Published May 21, 2021) 
 
By Evan Ryser 
 
Possible hikes in the Federal Reserve's rates on overnight reverse repos and excess bank reserves look to have 
been parked for now, with officials only likely to move if negotiations over the U.S. debt limit drag on into the fall, 
current and former officials told MNI. 
 
A shift in the Treasury's financing plans earlier this month will likely result in its releasing fewer reserves into the 
banking system. That combined with a recently-upsized overnight reverse repo facility is alleviating downward 
pressure on the benchmark fed funds rate and paring back expectations for an IOER and ON RRP hike in the near 
term. 
 
"The fact that the Treasury is not going to be holding [reserves] down even more means it's got to help at the 
margin and help prop rates up a little bit," said Todd Keister, a former New York Fed economist currently a visiting 
scholar at the Philadelphia Fed. 
 
However, the longer the debt ceiling talks drag on, the more Treasury's cash balance would fall, renewing pressure 
on the fed funds rate. Treasury said May 3 it will target a July 31 cash balance of USD450 billion, more than 
USD300 billion higher than previous estimates, and slow its T-bills paydowns by USD150 billion. 
 
--DEBT CEILING UNCERTAINTY 
 
Lawmakers are sharply divided on the debt limit, with Republicans writing into caucus rules they will not support 
raising the ceiling without spending cuts. While Secretary Janet Yellen has said the Treasury's "extraordinary 
measures" to make payments on previous debts could run out in the early summer in some scenarios, some 
analysts say Treasury's cash balance could provide a cushion into October. 
 
If the squabble goes on long enough, the Treasury could need to ramp up bill issuance more rapidly after the debt 
limit is dealt with, which could lift short-term rates again, sources said. Fed research shows an additional trillion 
dollars of Treasuries with less than a year to maturity tends to increase fed funds by about 3bps, MNI previously 
reported 
 
"At some point the downward pressure would become upward pressure, but that is hard to know precisely and hard 
to establish," Antoine Martin of the New York Fed told MNI. 
 
Some outside analysts warn of a small chance the Fed could surprise with a pre-emptive move on its administered 
rates as soon as the June meeting. But sources told MNI the Fed prefers to be patient. 
 
Even as money market rates have dipped into negative territory, with some T-bill rates this week at 0%, the New 
York Fed has signaled there's little reason to increase administered rates without additional "undue downward 
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pressure" on the benchmark fed funds rate. The NY Fed's markets chief Lorie Logan has said that some negative 
rates, particularly the SOFR first percentile, appear "technical in nature." 
 
--RELIEF VALVE 
 
"We are now in a situation where it's kind of convenient for the Fed to keep targeting the fed funds rates because 
that rate seems to be more stable and doesn't move much whenever the repo rates go down," said Quentin 
Vandeweyer, who worked in the Research Directorate of the European Central Bank and is an outside Fed adviser. 
 
He added he expects short-term rates to remain "more or less stable around where they are right now, especially 
because of the reverse repo facility that's in place and that's absorbing some of the movements in rates." 
 
The central bank appears to be satisfied with increased usage of the reverse repo facility after per-counterparty 
caps were lifted in mid-March to USD80 billion from USD30 billion. Usage has rocketed to over USD350 billion in 
the past two months, and some ex-officials expect that could temporarily spike to USD1 trillion at quarter-end next 
month, well above the previous all-time high of roughly USD650 billion. 
 
"The Fed appears much more comfortable with the reverse repo facility than it did in 2013 and 2014 when it was 
started," said Keister, the Philly Fed visiting scholar. "Maybe it could get much bigger going forward and the most 
likely outcome would be that would be just fine." 
 
 


