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Congress created the Federal Reserve System in 1913 as the central banking organization in the United States.  Its major purpose was to end the periodic financial panics that had occurred during the 1800s and into the early 1900s.  Over the years, many other responsibilities have been added to the Federal Reserve System.  The jobs of the Fed today, range from processing checks to serving as the government’s bank.  Its most important function, however, involves control of the money supply. 
In May 1984, Continental Illinois, the 8th largest bank of the nation had experienced a modern day run.  The bank had lent billions of dollars to oil companies, and when prices fell, some companies went into bankruptcy causing account holders to rush to the bank and withdraw their money.  In this case, the Fed lent money to the bank so to stay afloat.

The Fed does lots of things, but mainly it has to keep the economy going by fighting inflation; this means keeping prices stable.  Inflation is when prices go up.  Inflation makes both business and personal decision difficult. 
Monetary policy involves changing the rate of growth of the supply of money in circulation. This, in turn, affects the amount of credit and business activities in the economy.  Credit, like any good or service, is subject to the laws of supply and demand. If a country has a loose money policy, credit is abundant, and inexpensive to borrow.  If a country has tight money policy then credit is expensive to borrow and in short supply.  The goal of monetary policy is to strike a balance between tight and loose money.  It is the Fed’s responsibility to ensure that money and credit are plentiful enough to allow expansion of the economy.  However, the Fed can’t let the money supply become so plentiful that it results in rapid inflation.  One of the Fed’s jobs is to make sure banks stay in business.  Banks are in business to make a profit.  So interest is charged on loans.  Cash doesn’t play a big part in modern banking.  In loans the bank adds money to your account and you can then write checks on that account.

The banking system is based on what is called fractional reserve banking.  Since 1913 the Fed has set specific reserve requirements for many banks.  They must hold a certain percentage of their total deposits either as cash in their own vaults or as deposits in the Federal Reserve Bank of their district.  The Federal Reserve System has to ensure that there is a flow of cash throughout the economy.  The Federal Reserve is sometimes called the banker’s bank because our bank has an account with the Federal Reserve.
The Federal Reserve System is the central bank of the United States.  Central bank is a public authority that provides banking services to banks and regulates financial institutions and markets.  Monetary policy is the adjusting quantity of money in the economy.  The three key elements in the structure of the Federal Reserve are the Board of Governors, the Regional Federal Reserve Banks, and third the Federal Open Market.  The Board of Governors directs the operations of the Fed.  It established policies regarding such things as reserve requirements and discount rates.
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The board also supervises the 12 district Federal Reserve banks and all other depository institutions.  The Board of Governors can raise or lower the discount rate in relation to prevailing market rates.  The discount rate is the interest rate at which the Fed stands ready to lend reserves to commercial banks.  Each of the 12 Federal Reserve district banks is set up as a corporation owned by its member banks.  The systems include 25 Federal Reserve branch banks.  The smaller banks act as branch offices and aid the district banks in carrying out their duties.  Federal Open Market is the third element.  Federal Open Market Committee meets approximately eight times a year to decide the course of action that the Fed should take to control the money supply. 
The Federal Reserve has many functions.  Among them are clearing checks, acting as the federal government’s fiscal agent, supervising member banks, holding and settling reserve requirements, supplying paper currency, and regulating the money supply. 
In October 1982, the space Shuttle Colombia takes off for an important mission.  It will release a satellite into permanent orbit.  Inflation has taken a toll on the economy.  Companies are borrowing less and investing in fewer new plants, and existing plants are being shut down.  When inflation went down we had the longest expansion and it made history.  The Fed has control only of the monetary part of the equation. The President and Congress manage fiscal policy. 


