
Federal Reserve SystemFederal Reserve System

• The Federal Reserve System helps to promote e ede a ese e Syste e ps to p o ote
economic stability by regulating the amount of 
money in circulation. The Federal Reserve can 

d h fincrease or decrease the amount of money in 
circulation through several measures. By 
increasing or decreasing the amount of money inincreasing or decreasing the amount of money in 
circulation, the Federal Reserve influences 
whether there is more spending or saving in p g g
general, and therefore can help to avoid 
recessions and high inflation



Federal Reserve SystemFederal Reserve System

• Students need to know how the U SStudents need to know how the U.S. 
government promotes economic stability. 
Have students review the reason the FederalHave students review the reason the Federal 
Reserve System was created and how the 
Federal Reserve System promotes economicFederal Reserve System promotes economic 
stability. 



Federal Reserve SystemFederal Reserve System

• The Federal Reserve System has the ability toThe Federal Reserve System has the ability to 
decrease the discount rate (interest rate), 
which can reduce consumer and businesswhich can reduce consumer and business 
spending for two reasons. One reason is that 
there would be less money in circulationthere would be less money in circulation 
(which is a responsibility of the Federal 
Reserve Another reason is that loans wouldReserve. Another reason is that loans would 
be more difficult to obtain
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Open Market OperationsOpen Market Operations

•

The buying and selling of governmentThe buying and selling of government 
securities in the open market in order to 
expand or contract the amount of money inexpand or contract the amount of money in 
the banking system. Purchases inject money 
into the banking system and stimulate growthinto the banking system and stimulate growth 
while sales of securities do the opposite.



Discount RateDiscount Rate 

• the interest rate charged by Federal Reservethe interest rate charged by Federal Reserve 
Banks on loans to their member banks, 
usually against government securities asusually against government securities as 
collateral.



Reserve RequirementsReserve Requirements

• Requirements regarding the amount of fundsRequirements regarding the amount of funds 
that banks must hold in reserve against 
deposits made by their customers Thisdeposits made by their customers. This 
money must be in the bank's vaults or at the 
closest Federal Reserve Bankclosest Federal Reserve Bank.


