
Monetary Policy 
Has Changed

During the Global Financial Crisis  
(2007-09) and subsequent recession, 
the Fed:

•	 Lowered the target range to 0  
from 25 basis points.

•	 Conducted a series of large-scale 
asset-purchase programs to ease 
financial conditions and support 
economic activity.

These purchases increased reserves in 
the banking system to over $2.8 Trillion.

The Teaching the New Tools of 
Monetary Policy webpage provides 
educators with videos, articles and 

lessons to use in the classroom.

When it came time for “liftoff” the Fed 
would need new tools…

Source: Board of Governors of the Federal Reserve System (US) fred.stlouisfed.org
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The Federal Reserve (the Fed) is the central bank of the United States. As 
the central bank, it serves several key functions within the economy. One of 
the most important functions of the Fed is to promote economic stability 
using monetary policy. The Fed’s goals for monetary policy, as defined by 
Congress, are to promote maximum employment and price stability. 

The Federal Open Market Committee (FOMC) is the monetary policy-
making arm of the Federal Reserve. The FOMC usually meets eight times 
per year in Washington, D.C. These two-day meetings include a review of 
economic data and financial conditions, briefings by economists, policy 
discussions, and a vote on the setting of monetary policy—including a 
decision about whether the FOMC will adjust its target range for the federal 
funds rate. The federal funds rate is the interest rate banks charge each 
other for overnight loans. The Fed sets a target range for where it wants 
the interest rates charged to fall within, and it is the setting of this range 
that the Fed uses to communicate its monetary policy position. 

Over time, as shown in Figure 1,2 the FOMC has moved the target range 
up and down as it steers the economy toward maximum employment and 
price stability. For example, once the economy recovered from the global 
financial crisis, the FOMC moved the target range from near zero at the end 
of 2015 up to 2¼ -2½ percent by early 2019. Then when the COVID-19 
pandemic hit, the FOMC quickly moved the target range back to near zero.

What Is the Federal Funds Rate and Why Is It So Important? 
The federal funds rate is a very specific short-term interest rate. It involves 
the transfer of funds between banks that maintain accounts (deposits) 
with their Federal Reserve Bank; the accounts are called reserve balance 
accounts. The federal funds market is where banks that may need money 
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GLOSSARY

Arbitrage: The simultaneous purchase and 
sale of funds (or goods) in order to profit 
from a difference in price.

Discount rate: The interest rate charged by 
the Federal Reserve to banks for loans 
obtained through the Fed’s discount 
window.

Facility: A standing program targeted at a set 
of counterparties for depositing or lending. 
The Fed has permanent facilities (like the 
discount window and the overnight reverse 
repurchase agreement facility) as well as 
temporary facilities (like those implemented 
during the Financial Crisis of 2007-09 and 
the COVID-19 pandemic).

Federal Open Market Committee (FOMC): 
A Committee created by law that consists 
of the seven members of the Board of 
Governors; the president of the Federal 
Reserve Bank of New York; and, on a 
rotating basis, the presidents of four other 
Reserve Banks. Nonvoting Reserve Bank 
presidents also participate in Committee 
deliberations and discussion.

Maximum employment: The highest level of 
employment that an economy can sustain 
while maintaining a stable inflation rate.

Open market operations: The buying and 
selling of government securities through 
primary dealers by the Federal Reserve. 
When the securities are bought or sold, 
reserves in the banking system are increased 
or decreased, respectively.

Price stability: A low and stable rate of 
inflation maintained over an extended 
period of time.

Reservation rate: The lowest rate of return 
that banks are willing to accept for lending 
out funds.

Reserve balances (reserves): The deposits a 
bank maintains in its account with a 
Federal Reserve Bank.
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“The Federal Reserve sets two overnight interest rates: the interest rate 
paid on banks’ reserve balances and the rate on our reverse repurchase 
agreements. We use these two administered rates to keep a market- 
determined rate, the federal funds rate, within a target range set by  
the FOMC.” 
—Jerome Powell, Chair of the Federal Reserve1

stlouisfed.org/education/teaching-new-tools- 
of-monetary-policy

Monetary Policy
with Ample Reserves

Teaching 
Resources

The Fed’s New Toolbox*

* Scan the QR code to learn about other monetary policy tools 
including the Standing Repurchase Agreement Facility.
federalreserve.gov/monetarypolicy/policytools.htm
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Policy Implementation Tools Administered Rates

Interest on reserve balances (IORB), is the 
primary tool. IORB rate

Overnight reverse repurchase (On RRP) facility,  
is a supplementary tool, sets a floor for FFR. ON RRP Rate

The Discount Window, with its Discount Rate, 
serves as a ceiling for FFR. Discount rate

Open market operations, a supporting tool 
conducted periodically to maintain ample reserves.


