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Change in Fed Liabilities
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TGA Balance Since 2010
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TGA Rollback to 2016: Napkin Math

e Level shift in (inferred) TGA target balances ~ —$500 bn.

e Minimum TGA balance of $150bn. (TBAC, 2015). Inferred target is around $250 bn.
e Currently, inferred target is above $750 bn.
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e Level shift in (inferred) TGA target balances ~ —$500 bn.

e Minimum TGA balance of $150bn. (TBAC, 2015). Inferred target is around $250 bn.
e Currently, inferred target is above $750 bn.

e Less volatile TGA balance reduces the buffer needed: ~ —$100 bn.
e Reflection principle: Buffer is B = aﬁ(—¢_1(e/2)), where T =1 is two weeks, o
is the TGA st.dev., and ¢ is the fault tolerance (1%).

e 2025 Buffer: At least $300 bn.
e 2016 Buffer: Scales linearly with st.dev., 016 &~ % 025.

e If Treasury would please pretty please...2 pp of nominal GDP.

e If Treasury can’'t or won't ... can the Fed sterilize TGA fluctuations itself?
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Debt Ceilings and TGA Fluctuations

e Since 2010, Treasury has been under emergency measures 20% of the time.
e Running down and rebuilding the TGA balance has led to enormous swings.

Treasury General Account (TGA)
2-week moving average; red shading = extraordinary measures
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Debt Ceilings and TGA Fluctuations

e Since 2010, Treasury has been under emergency measures 20% of the time.

Running down and rebuilding the TGA balance has led to enormous swings.

Distribution of 5-Week TGA Changes by EM Regime
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Demand and Supply of Reserves: Nailed It!
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Demand and Supply of Reserves: Debt Ceiling Shock
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Demand and Supply of Reserves: Nailed It Again!
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More realistic trade-offs arise with:
e V-J and L-S (2025) smooth demand curve.
® Uncertainty: Structural, shocks, ...

e QT (and even QN) dynamics.

>» Reserves
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Public Finance Hat: ON

e Given dTGA, the Treasury can and will adjust its issuance of Bills and Notes.
e dBills+dNotes = d(Net Public Debt Cash Issues) = dReserves - dTGA.
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e Currently, by default, at a corner: All float is absorbed by Reserves.
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e Given dTGA, the Treasury can and will adjust its issuance of Bills and Notes.
e dBills+dNotes = d(Net Public Debt Cash Issues) = dReserves - dTGA.

e Treasury wants debt issuance to be “regular and predictable.”

e “Float,” e.g. ||TGA; — E;_1 TGA,||, left behind by dBills + dNotes.
e First law of Float: |t can only be transferred or converted.

e As a fiscal agent for the Treasury, the Fed could set the default to be, say, for the
float to be absorbed 50-50 between Reserves and Bills.

e That is, the Fed would sterilize 50% of TGA fluctuations.
o Likely some modest welfare gains from adjusting default float absorption.
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Implementation: Cautiously Optimistic

A proof-of-concept model for y; := log TGA;,

Yt = Hs, T+ CD(L) ()/t—l — :ust—l) + Et, €t ™ N(0702)7

where ®(L) captures the TGA’s management and s; follows an exogenous Markov
process for emergency measures that shifts the “target” us toward zero.
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Yt = Hs, T+ (b(L)(yt—l - :uSt—1) + Et, €t ~ N(0,0‘z),

where ®(L) captures the TGA’s management and s; follows an exogenous Markov
process for emergency measures that shifts the “target” us toward zero.

e High persistence, allowing the Fed to substantially smooth reserves even with
implementation lags and attenuation.
e FRBNY Desk Models 4+ Treasury Coordination = Cautiously optimistic.
e Active Management, with a weekly o1ga ~ $200 bn., the Desk may need to
operate week-to-week and with large sales and purchases.
e Monthly T-bill issuance is $2 tn., with T-bills < 8 weeks issuance is =~ $1 tn.
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A proof-of-concept model for y; := log TGA;,

Yt = Hs, T+ (b(L)(yt—l - :uSt—1) + Et, €t ~ N(0,0‘z),

where ®(L) captures the TGA’s management and s; follows an exogenous Markov
process for emergency measures that shifts the “target” us toward zero.

e High persistence, allowing the Fed to substantially smooth reserves even with
implementation lags and attenuation.
e FRBNY Desk Models 4+ Treasury Coordination = Cautiously optimistic.
e Active Management, with a weekly o1ga ~ $200 bn., the Desk may need to
operate week-to-week and with large sales and purchases.
e Monthly T-bill issuance is $2 tn., with T-bills < 8 weeks issuance is =~ $1 tn.

All variation ||dTGA|| must be distributed to Reserves or Assets. .. Everyone likes

“regular and predictable” so where do the irregular and unpredictable go?
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Implementation: One Buffer to Rule Them All
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Optics: Challenging for the Fed
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Smells like credit allocation

The Fed should not be free to choose
which assets to use for sterilization. 14
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Smells like fiscal policy
§ ) The Fed appears to enforce the Treasury

paying down public debt first. 14
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Conclusions

e first Best: Treasury manages TGA with a smaller target and less volatility.

e Win-win for policy implementation and public finance.
e Could reduce the Fed balance sheet by 2 pp of NGDP.
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e Win-win for policy implementation and public finance.
e Could reduce the Fed balance sheet by 2 pp of NGDP.

e Second Best: Treasury instructs the Fed as its fiscal agent to absorb some of the
TGA fluctuations via scoped sterilization operations.

e (Clear governance to enable good communication and coordination.
e Reduced volatility of reserves is a downstream benefit, which may be tempered by
implementation challenges, attenuation, and lack of transmission.

e Third Best: Fed sterilizes on its own, on the basis of a smaller balance sheet.

e Concerning optics on credit allocation and fiscal policy (and debt ceilings).
e Possibly resulting in a modest reduction.
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