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The Federal Reserve 
Overview 
The Federal Reserve System is the United States’ central bank. It was established by the United States Congress in December 23 ,1913 to offer the country with more stable, more flexible as well as safer financial and monetary system (Wells 30). The primary purpose of federal reserve was to safeguard the country against the economic and crises or distances as well banking (Broz 4).
      Before 1914 the United States’ financial system was the worst in the globe. The system was dominantly characterized by the absence of the central to regulate money supply and demand, to act as a banker to commercial banks and the government, and the lender of the last resort. The salient features of the system were severe seasonal fluctuations of interest rates and continuous occurrence of banking panics (Lawrence 342). Additionally, the country’s financial challenges were costly both economically and financially since the banking panics and financial disturbances were often accompanied by business failure, increased unemployment rate, reduced economic activities, as well as a sharp decrease in the circulation of money in the economy. To mitigate the financial challenges, the United States was experiencing in the financial system the Congress established the federal reserve to enhance financial safety and stability.
Functions and Management of the Federal Reserve System 
As the central Bank of the United States Federal System acts the government’s fiscal agent, regulates supply of money, advances loans other financial institutions such as commercial banks, serves as the commercial banks’ reserve accounts custodian. The Federal System was established by the Federal Reserve Act. Additionally, the system of Federal Reserve System Board of Governors, the Federal Open Market Committee, the twelve Federal Reserve banks, as well as the Consumer Protection Bureau.
The Board of Governors comprise of seven members determines the member banks’ reserve requirements, review reserve banks’ budgets, and determines and review the discount rates. The governor of the Federal System is appointed the U.S President and serves for a period of four years’ term.
The Federal Reserve Banks was established by under the Federal Reserve Act. It managed and governed by nine board of directors three are appointed by the Federal Reserve System Board of Governors and six are elected by the system’s member banks. The twelve Federal Reserve System are found in San Francisco, Missouri, St. Louis, Virginia, Richmond, Philadelphia, New York City, Minnesota, Minneapolis, Kansas City, Dallas, Cleveland, Chicago, Boston, and Atlanta.
The Federal Open Market Committee consist of twelve members. It comprises of the Federal Reserve of New York president, seven Board of Governors members, and four members appointed by the United States Federal Reserve Bank. The Federal Open Market Committee’s role is to encourage maximum employment the price stability long-term goals in the country by establishing the Federal Reserve Bank policies.
[bookmark: _GoBack]Federal Reserve System regulates money supply and demand using either direct or indirect control instruments. An example of a direct control instruments is the adjustments of the commercial banks’ legal reserve ratio; a proportion of the commercial bank’s deposits that it must in their federal reserve account. Hence, reducing or increasing the amount of money available the banks to give as loans to their clients. On the other hand, an example of the indirect monetary control instrument is the open –market operations(OMO) (Wells 43-45). OMO involves the Federal Reserve System buying or selling the securities such as bonds, shares, treasury bills, and other forms of stock in the United States stock market exchange to increase or reduce the commercial banks’ reserve amounts. When securities are sold in the open market by the Federal Reserve System the buyers pay with the checks or money withdrawn from their bank accounts, hence decreasing the commercial banks and other financial institutions’ reserves.   
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