The Federal Reserve

Does money matters?

The Federal Reserve was created with one single objective: prevent the crisis; but the new system was far to a successful beginning.

The nations central bank was created with the objective of prevent the nation from the instability of the American Bank System.  The Headquarter of the Federal Reserve System in Washington is the place of extended deliberations related with the future polices that are going to control the economy of the country. Twenty years ago, the Federal Reserve didn’t prevent the Great depression. A group of problems were present in the society since the creation of the institution and became more difficult to solve with the chaos of the post-war. The discount rate is the fee that is charged to the banks when they are taking some money to create stability in their institutions. The first objective of the creation of the Federal Reserve was preventing the collapse of the national banking system. 

The major reserves of the country were living the banks, and the economy was next to the crisis. Without the physical reserves in the country, the Federal Reserve was more restricted in their actions. The consequence was clear. The increment in the interest rates made the system to fail. The majority of the businesses were close and the unemployment rose to historical levels.

In a depression situation, the Federal Reserve will stimulate the banking system, and as a consequence, they are going to borrow more money to the business and people in general. These will result in more spending, a creation of jobs, and the consequently growth of the economy. Then, the GDP will increase. 

The Federal Reserve has the capacity to prevent another Great Depression, but it also has the power of destruction in its hands. Numerous economists believe that the misdirected polices of the Federal Reserves drove an ordinary depression into a Great Depression in the thirties. Then, the Federal Reserve can increase the reserves available, but the banks can be too scares to borrow, and the business too scares also to lend. More reserves may not mean more money (SNAP). Also the people can have money in their hands, but they can be too scares to spend it (SNAP).

In the Second World War the Federal borrowed banks from the treasury to help with the support of the war. The Department of Treasury created a commitment with the Federal Reserve in order to issue Government Securities (bonds). The Open Market Operation developed by the Federal Reserve was the key ingredient in the financial success of war. In this case, the Fed was acting as an agent of the treasury. When the economy was in expansion after the Second World War, the businesses and people in general were demanding more credits. The banks wanted to offer the opportunity to borrow money to everybody, but the capital available was insufficient. The Treasury started to issue government securities in order to correspond to the expansion of the economy. This act was part of the old commitment between the Fed and the Department of Treasury. The Federal Reserve was afraid that the expansion contributes to increase inflation. The War in Korea was another event that contributes to the problems between the Fed and the Department of Treasury.


The Federal Reserve is an independent agency. It doesn’t have the political pressure of the White House because it was created by the Congress and has totally independence. The White House was involved in the problem caused by the discrepancies between the Treasury and the Fed. The Fed believed that they have the responsibility of control inflation, and the Department of Treasury with the White House wanted the Fed to join ventures in the expansion of the economy. President Harry S. Truman was involved in the talk with the Open Market Committee, and created a commission that created a recommendation letter with changes suggested to the Fed. The policy followed by the government conducted to the country to the inevitable inflation.


Another moment in history was important to the national economy. The War in Vietnam was an event that contributes with some benefits and difficulties to the country. The big question related the finance of the war without any changes in the social programs provided by the government. With this new overseas conflict, the economy was in expansion. The industries were at full capacity, and the unemployment was in one of the lowest levels in history. The phantom of inflation was again at the door. The Federal Reserve decided to reduce inflation with new politics. The result of the decrement of inflation was the frozen growth of the economy.


Fed was created as a banker’s bank. The Great Depression showed that the Fed didn’t understand the level of his power. In Korea and Vietnam, the Fed showed its capacity to lower inflation, but at a high cost. The Future is unknown, but the Federal Reserve is one of the best tools that the economy has in order to prevent the collapse of the free enterprise system.































