Federal Reserve Bank (Washington D.C.) US Central Bank to carry out monetary policy

FRB is an independent within the government.

But FED must formulate a monetary policy (availability of money & credit, keeping inflation low, and promoting economic growth) to achieve overall goal set by congress and the U.S. president.

FED specific decision not approved by the president thus must report to the congress, which created it.

Congress has the power to alter or even abolish the FR at any time

FRB supervises all bank, financial holding companies, state chartered banks those are members of FRB. FED makes commercial transaction more efficient by providing check clearing and other payment services to depository institutions and federal government. 

7 Board of Governors appointed by President and confirmed by Senate for 14 years terms. Chairman and V.Chairman 4-year renewable term

BOG regularly reports to the congress, giving annual report on operation and semiannual reports on the state of the economy and FED’s objective for growth of money and credit.

FED chairman regularly meet with the U.S. President and Secretary of the Treasury.



12 Regional Federal Reserve Banks

Boston, New York, Philadelphia, Cleveland, Richmond, Atlanta, Chicago, St. Louis, Minneapolis, Kansas City, Dallas, San Francisco

BOG recommend branch’s FRB president and first vice president and their salaries.

Each branch also has 9 board of directors BOD

3 class A = representing banking industry

3 class B and 3 class C = represent agriculture, commerce, industry, labor, and services in the FRB district.

All regional banks generate their own income, which comes mainly from interest on government securities acquired through open market operations. 

FRB holds reserves balances, serve as lender of the last resort to depository institutions. 

FRB has 4 Advisory council committees 

The Federal Advisory Council

The Consumer Advisory Council

The Thrift Institutions Advisory Council 

The Academia Advisory Council 

Tools of Monetary Policy 

1. Open Market Operations: purchase and sale of government securities in the open market. 

Federal Open Market Committee (FOMC): formulate monetary policy and its execution. 

FOMC comprises 7 BOG and 5 FRB President. President of NY bank always present. Other presidents serve one year rotating term. 

FOMC meet at the Washington DC 8 times in year

2. The Discount Rate: depository institutions borrow money from FRB. Pay interest called discount rate 

Discount rate is set by BOD but subject to BOG approval. These loans are called discount window loan. Purpose of them is to help banks meet reserve requirement. Fed has direct control over to raise and lower the discount rate. 

3. Reserve Requirement: BOG can change percentage of deposits that depositary institutions must set aside as reserves. This is less frequently used since it has more impact on the economy. 

Federal fund rate(FFR)  is when banks borrow from one another in order to satisfy the requirement every two weeks. Fed has indirect control over FFR. This rate is manipulated by the fed open market operations. 







