
A HISTORY OF FEDERAL RESERVES IN UNITED STATES OF AMERICA

This article is about the history of the United States Federal Reserve System from its creation to The U.S. Federal
Government was required to purchase 20% of the bank capital stock shares and to appoint 20% of the board members.

Now that the nation was explicitly using fiat money for the first time, a formal authority became necessary to
ensure that policy would be carried out responsibly. Before each FOMC meeting, Reserve Bank Presidents
consult with their staff of economists as well as their boards of directors, business contacts in their Districts,
and market experts to develop their independent views of appropriate monetary policy. House of
Representatives. As a result, the Reserve Banks created a committee to coordinate these "open market
operations. Panics and runs often occurred when customers lost confidence in their banks after hearing news
of failures of other banks. Our structure is fundamentally a compromise, shaped by American history
stretching back to the first Bank of the United States and, later, by the lessons of the Great Depression. To
maintain the pegged rate, the Fed was forced to give up control of the size of its portfolio as well as the money
stock. So the government created the Federal Reserve, but it was by no means under government control. But
it was when President Franklin Roosevelt took the nation off the gold standard in that monetary policy really
matured. Both the First and Second central banks were unpopular with those wanting easy credit, primarily the
western agrarian interests, and in President Andrew Jackson vetoed the re-charter of the Second Bank. For the
federal government, the Reserve Banks act as fiscal agents, paying Treasury checks; processing electronic
payments; and issuing, transferring, and redeeming U. The Association would also carry a portion of member
banks' reserves, determine discount reserves, buy and sell on the open market, and hold the deposits of the
federal government. The ideal Fed would be willing to do both. The Federal Reserve Bank of New York has a
permanent seat, and the other Reserve Banks share the remaining 4 seats on a rotating basis. In addition,
Section 10 1 provides that no two members of the Board may be from the same Reserve Bank District. The
origins of central banking in the United States began with the ratification of the Constitution in  Frank Baum,
in conveying this allegory. Morgan, personally intervened to arrange emergency loans for financial
institutions. Indeed, the economy experienced 1 to 2 percent deflation annually in the years leading up to the s.
The hearings continued for a full year and were led by the subcommittee's counsel, Democratic lawyer Samuel
Untermyer , who later also assisted in drafting the Federal Reserve Act. It was derided by southerners and
westerners who believed that wealthy families and large corporations ran the country and would thus run the
proposed National Reserve Association. This is true only because of the actions of Alan Greenspan and the
Federal Reserve. The criticism has ranged from its status as an independent body, to its role in the recent
bailouts of large financial institutions. Even now, it is hotly debated whether the Fed could have stopped the
depression, but there is little doubt that it could have done more to soften and shorten it by providing lower
interest rates to allow farmers to keep planting and businesses to keep producing. Neither increasing oversight
nor linking money to a hard commodity such as gold is an effective remedy for irresponsible governing.
Simply put, the monetary system did not meet the country's needs. The structure of the Federal Reserve was
designed to achieve this broad representation and promote a stronger financial system to build resiliency
against the sort of periodic financial crises that had repeatedly damaged the country in the 19th and early 20th
centuries. The system was designed out of a compromise between the competing philosophies of privatization
and government regulation. To learn more, read The Gold Standard Revisited. These borrowers grew opposed
to the power of the Bank in the credit market. Cheves was succeeded by Nicholas Biddle in , and the Second
Bank is generally considered to have operated effectively under their leadership. It is important that Federal
Reserve officials regularly demonstrate that the Fed has been appropriately pursuing its mandated goals. These
bonds were the collateral backing the notes free banks issued. In addition to the main office in Philadelphia,
the Bank had eight branches, one in each of the nation's major cities. In addition, minorities now account for
29 percent of directors, up from 19 percent five years ago. As a result, banks usually invest the majority of the
funds received from depositors. For a sense of the regionalism of this debate, believe it or not, The Wonderful
Wizard of Oz has been interpreted as an allegory for 19th century regional monetary problems, though there is
little evidence about the intentions of its author, L. January Discount Window Operation Changes In , the
Federal Reserve changed its discount window operations so as to have rates at the window set above the
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prevailing Fed Funds rate and provide rationing of loans to banks through interest rates. Members of the Board
of Governors are in continual contact with other policy makers in government. That sometimes created a
contagion that triggered a succession of bank failures. Like a drumbeat, the country experienced one serious
financial crisis after another, with major crises in , , , , and finally in  The Subcommittee issued a report
saying: [13] If by a 'money trust' is meant an established and well-defined identity and community of interest
between a few leaders of finance In this way, it functioned as an early bank regulator, a crucial function of the
modern Fed. A particularly severe crisis in led Congress to enact the Federal Reserve Act in  Because of the
crescendo effect of banks which lent more than their assets could cover, during the last quarter of the 19th
century and the beginning of the 20th century, the United States economy went through a series of financial
panics.


