The Banking System

The Federal Reserve System

December 23, 1913, President Woodrow Wilson signed the Federal Reserve Act.  Created the Federal Reserve System and began new era in American Banking.  The Federal Reserve System, known as the feds, is the nation’s central bank.  It regulates the flow of money and credit.  It also performs many service functions for depository institutions, the treasury, and the public.  It provides monetary conditions favorable to the realization of four national objectives:

1) High employment

2) Stable prices

3) Steady economic growth

4) Sound international financial position

Has five different parts to it.  

a) Member banks-  The base of the fed pyramid are the member banks.  All national banks (chartered by the federal government) must be members and state banks (chartered to their states) may join if they meet a requirement.  They get services such as checking clearing and electronic transfer of funds and elieveries of currency when needed.  Other banks have to pay for it.  

b) Federal Reserve Banks- one in each of 12 districts.  Operated in the public interest rather than profit.  They are profitable though because of the interest income t hey earn on the government securities that they own.  Owned by member banks but controlled by the feds.

c) Board of governor.  7 members on this board, appointed by president and the senate.  Serves for 14 years and independent of politics cuz it doesn’t have to worry about getting reelected by the same president.  The chairman serves for four years and can be reappointed.  Primary function is to influence the amount of money and credit in the economy.

d) Federal Open market Committee.  Most important policy making body within the system.  Twelve members, they include the Board of Governors pluse five presidents of the Federal Reserve Banks, but New York is a permanent member.  They make policy for the systems purchase and sale of government and other securities in the open market in New York.

e) Federal Advisory Council and others.  Advises the Board of Governnors on major current developments.  

(Primary function of a central bank is to promote efficiency, stability, and growth.  It can perform other financial functions for government, business, and households.)

Organization of the Banking System
United States has a Dual Banking system.  

National banks: Commercial banks chartered by the federal government.  Belongs to the feds.  1/3 of commercial banks are national banks, rest are state banks.  The national banks hold half the deposits of the baking system.  National banks have the letters N.A. or national on the title

State banks: Commercial banks chartered by state governments.  Not have to be in the feds.  10% are.

Banking supervision.  How is it regulated by the government agencies:

a) Comptroller of the currency- Supervise member banks

b) Federal Reserve System- Supervise EVERY bank

c) Federal deposit insurance corporation (FDIC)- Insure deposits in bank

d) State banking commissions- Regulate state charter banks

