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Repo Transaction

Govt. Security
as Collateral

Seller

» Lender of Money

Cash Funds

At Maturity:

Seller Cash Funds + » | Lender of Money
Interest

Govt. Security
Returned
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1. Initial Transaction in Reverse Repo Agreement

Treasury Note

Institution X Cash $1,000,000

2. Closing Transaction in Reverse Repo Agreement

Treasury Note

insftution ¥
Cash $1.000,138.89 R

Information Secunty Identification: Confidential BNY MELLON
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Federal Open Market Committee (FOMC)

Federal Reserve Purchases Treasury
Securities from Primary Dealers

Reserves in the Banking
System Increase

Federal Funds
Rate Declines

How the FOMC Controls the Federal Funds Rate
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Fed’s Open Market Operations in a

US Economy is
in arecession.

RECESSION

Fed buys treasury
securities to inject
money into the
economy

The funds appear
as credits in the
accounts of
security dealers

Loan rates
decrease

More people
will borrow!

Fed Funds rate
and cost of
borrowing
decrease

Reserves in the
system increase
and dollars in the
economy increase

Gross Domestic
Product (GDP) will
increase
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Federal Open Market Committee (FOMC)

Federal Reserve Sells Treasury
Securities to Primary Dealers

Reserves in the Banking
System Decline

Federal Funds
Rale Increases

How the FOMC Controls the Federal Funds Rate
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Fed’s Open Market Operations during

US economy is
experiencing

INFLATION

Fed sells treasury
securities to

The funds appear
as debits in the

inflation extract money accounts of
from the economy Security Dealers
Fed Funds rate Resetvis it the
Loan rates and cost of system decrease
Incredse borrowing and $ in the
MRELEASE economy decrease

Price levels will
start moving back
to normal

Fewer people
will borrow
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