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 In a nut shell…

 What is macroeconomics?

 How the national economy functions

 What is microeconomics?

 The study of buying and selling behavior of individuals and 

firms in markets and market failures
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 The ‘Fed’ was founded in 1913 with 3 core 
missions:
 Promote an efficient payments system

 Safeguard the competitiveness, safety                   
and soundness of the banking system

 Conduct monetary policy
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 The Fed is self-supporting to maintain 
political independence.

 Income sources:
 Interest on loans to financial institutions
 Income from services
 Interest income from US Treasury bonds, bills and 

notes
 Balance of Power: The Political Fight for an 

Independent Central Bank, 1790 – Present 
 http://www.kc.frb.org/

http://www.kc.frb.org/home/subwebnav.cfm?level=3&theID=11113&SubWeb=1�
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 Board of Governors
 12 Regional Reserve Banks
 Federal Open Market Committee



 7 members
 Appointed by President, 

confirmed by Senate
 14-year terms
 Current chairman –

Ben Bernanke
 Supervise Reserve Banks
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 25 branch offices  Fed member banks



 Monetary policy 
making body

 7 Governors, NY Fed 
President, 4 other Fed 
Presidents

 Remaining Reserve 
Bank presidents 
participate in 
discussions
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 Monetary Policy
 Changes in the level 

of money and credit 
in the economy
 Implemented by the 

Federal Reserve

 Fiscal Policy
 Changes in 

government 
spending and tax 
programs
 Implemented by the 

Executive and 
Legislative branches



 Primarily two all 
encompassing 
objectives:
 Price stability
 Sustainable 

economic growth



 Open Market 
Operations

 Primary Credit Rate 
(discount rate)

 Reserve 
Requirements

 Balance Sheet



Slow the Economy: 
Take Money Out of the Economy

The Fed
Sell Securities

Treasury
Market

Receives Money

Economy

Raises Fed Funds Rate



The Fed
Buy Securities

Treasury
Market

Gives Money

Economy

Lowers Fed Funds Rate

Stimulate the Economy: 
Place Money in the Economy
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 Macro Economics and the Federal Reserve System
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Y = C + I + G + NX
 Y is GDP

 C is Consumption (presently ≈ 70% of Y)

 I is Investment (presently ≈ 15% of Y)

 G is Government Spending (presently ≈ 20% of Y)

 NX is Net Exports (presently ≈ -5% of Y)
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U.S. Unemployment Rate

Source: Bureau of Economic Analysis
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Metro  -3.9%
Rural     -3.3 %
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Rural     -6.8%
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interest rates

Bank Reserves

Bank Credit Excess
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activity
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Source: Gordon Sellon (2003) “Monetary Policy and the Zero Bound: Policy Options When Short-Term Rates Reach Zero”
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Source: BEA and Federal Reserve Board of Governors
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Questions?

Federal Reserve Bank of Kansas City – Omaha 
Branch

www.kansascityfed.org/omaha
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