
THE PURPOSE AND RESPONSIBILITY OF THE FEDERAL RESERVE

SYSTEM OF THE UNITED STATES

The Federal Reserve System, often referred to as the Federal Reserve or simply " the Fed," is the central bank of the
United States. It was Today, the Federal Reserve's responsibilities fall into four general areas. What is the.

Its financial accounts are audited annually by a public accounting firm, and these accounts are also subject to
audit by the General Accounting Office. The board represents the government. Just as an individual might
keep an account at a bank, the U. It is so complicated that some consider it a "secret society" that controls the
world's money. The rest can be lent out. That adds to the reserves the banks can lend and results in the
lowering of the fed funds rate. On rare occasions, too many of the bank's customers will withdraw their
savings and the bank will need help from another institution to continue operating; this is called a bank run.
The most important tool the Fed has to conduct monetary policy is the buying and selling of U. If a bank
doesn't have enough cash on hand at the end of the day, it borrows what it needs from other banks. The Board
sets reserve requirements for depository institutions and approves changes in discount rates recommended by
Reserve Banks. This contributes to the effective functioning of the banking system, alleviates pressure in the
reserves market and reduces the extent of unexpected movements in the interest rates. Among the
responsibilities of the Board of Governors are to guide monetary policy action, to analyze domestic and
international economic and financial conditions, and to lead committees that study current issues, such as
consumer banking laws and electronic commerce. The Senate has confirmed three of them. The FOMC sets
the target for the fed funds rate at its monthly meetings. For the federal government, the Reserve Banks act as
fiscal agents, paying Treasury checks; processing electronic payments; and issuing, transferring, and
redeeming U. For depository institutions, they maintain accounts and provide various payment services,
including collecting checks, electronically transferring funds, and distributing and receiving currency and coin.
Today the Federal Reserve System has responsibilities in addition to ensuring the stability of the financial
system. Board of Governors The Board of Governors consists of seven members who are appointed to year
terms by the president of the United States and confirmed by the Senate. The balance between private interests
and government can also be seen in the structure of the system. The Reserve Banks' wholesale services include
electronically transferring funds through the Fedwire Funds Service and transferring securities issued by the
U. If the Fed raises the reserve requirement, banks have less money to lend, which restrains the growth of the
money supply. The committee is responsible for monetary policy decisions, which are categorized into three
areas; maximizing employment, stabilizing prices and moderating long-term interest rates. The chair position
came up for reappointment during his term. The individual Reserve Banks have advisory committees as well,
including thrift institutions advisory committees, small business and agricultural advisory committees. The
banks and branches represent the private sector. It also pursues maximum employment. Although all three
roles are important in maintaining a stable, growing economy, monetary policy is the most visible to many
citizens. One response to this critique has been the Volcker Rule. The Board and, under delegated authority,
the Federal Reserve Banks, supervise approximately state member banks and 5, bank holding companies.
Related Stories. By making these loans, the Fed serves as a buffer against unexpected day-to-day fluctuations
in reserve demand and supply. He kept the economic situation from turning into a depression. It is based on a
federal system that comprises a central governmental agency the Board of Governors in Washington, D. The
rule has been controversial, however, with many Republicans, and some Democrats, expressing concerns
about the difficulty of enforcement and the costs it imposes on the banking industry. The Federal Reserve
System was founded by the U. Federal reserve accounts contain federal reserve credit, which can be converted
into federal reserve notes. Simply put, the FOMC manages the nation's money supply. If the economy grows
too much, it triggers inflation. Unlike stockholders in a public company, banks cannot sell or trade their Fed
stock.


