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The Federal Reserve Board on Wednesday announced that it will alter the formulas used to determine the
interest rates paid to depository institutions on required reserve balances and excess reserve balances.

Previously, the rate on required reserve balances had been set at the average target federal funds rate
established by the Federal Open Market Committee (FOMC) over a reserves maintenance period minus 10
basis points. The rate on excess balances had been set as the lowest federal funds rate target in effect during
a reserve maintenance period minus 35 basis points. Under the new formulas, the rate on required reserve
balances will be set equal to the average target federal funds rate over the reserve maintenance period. The
rate on excess balances will be set equal to the lowest FOMC target rate in effect during the reserve
maintenance period. These changes will become effective for the maintenance periods beginning Thursday,
November 6.

The Board judged that these changes would help foster trading in the funds market at rates closer to the
FOMC's target federal funds rate.


