Federal Reserve System




The question asked was does money matter? Schoumacher said, “The panic of 1907 was when many banks went under and the banking system went on the shoulders of JP Morgan. Morgan brought the banking system out of the panic.” President Wilson signed act in 1913 for the Federal Reserve System to be started. Its job is to make sure that banks never close. When a person takes out a loan, the bank adds an interest rate in order to make a profit. When the loan is granted, a person is not given cash. The money from the loan is simply put in an account and transactions can be made under this account. The Federal Reserve is the bank that banks turn to like you and I turn to out local bank. Here is an example of how our bank uses the Federal Reserve: if the Hunter's Creek Branch Washington Mutual has too much money, then it deposits money it to the Federal Reserve which increases its account balance. So when our bank needs money it turns to the account at the Federal Reserve. Everyday money is sent to the Federal Reserve. Machines load and unload the trucks full of money. It takes all of the money o be counted. Approximately 80,000 bills are counted everyday. These machines also pick out counterfeit bills and worn out bills. If a bill is counterfeit and the professional catches it, the bills are then sent to the secret service for further investigation. Old and worn out bills are shredded and then compressed into a brick, which is then considered trash. The Federal Reserve is made up of 12 regional banks and its official headquarters is in Washington D.C. Merritt Sherman, who was on the board of governors said, “At the Federal Reserve the discount rate was first tool used by reserve and was the rate at which the banks are charged to get money from the reserve. It would go up to discourage borrowing and go down to encourage borrowing.” The stock market crash marked the beginning of the market meltdown. Lester Chandler said, “The Federal Reserve failed to have any order in the system and when the stock market crashed everyone scrambled to figure out what to do. There were not central banks because people did not know we needed them.” Andrew Brimmer, the Federal Reserve board of chairman stated, “When international sources took gold out in 1931 the Federal Reserve raised their concern. They then raised the discount rate. The results were disastrous as a whole for the economy.” The money supply affects the economy and when the Feds affect the money supply it affects the economy. Schoumacher says, “The Federal Reserve should put more reserves in the system then there would be more money in system but lower rate so that more people borrow and buy but when the Federal Reserve raises discount rate it had negative effects and shrank the money supply.” This is known as the monetary policy. In 1935 the Federal Reserve gained the right to use monetary policy with open market operation. When US went to WWII the Fed would buy all the bonds the treasure would put out that the public did not buy, this was to support the war efforts. Open market operations are the purchasing of government securities sales reduces reserves, buying increases reserves. After war the Treasurer wanted the Fed to continue buying up the bonds this lead to disagreements with the fed and Treasurer Department. Brimmer said, “The Feds wanted to restrain inflation that may be due to a drastic expansion of the money supply.” The Fed is independent agent and the Treasurer is part of the executive branch. The Treasurer had political pressures due to them being part of congress. In 1951 the Fed and Treasurer worked out their disagreements. The Federal Reserve won and used open market policies to keep things balanced. Schoumacher said, “When the Fed buys bonds the money supply will expand because banks will increase the money they have and can lend and then people can put money in bank which will increase the money supply.” The guns and butter theory means the Federal Reserve’s idea was that we could spend what was needed for war and also continue to keep our economy running the same way as before.” In 1965 to avoid inflation the Federal Reserve raised the discount rate. Then they sold bonds to tighten up the money supply, and in 1967 inflation dropped. By lowering the money supply it could prove to be disastrous for some markets as id happening in the 60’s with the housing market. In conclusion, the Vietnam War proved not only the problems but also the solutions that the Federal Reserve has on the economy. The ending result is that the Federal Reserve is the most important bank in our economy and is like the core of our nation.  

