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 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



 Two primary 
objectives

 Price stability
 Sustainable 

economic growth
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 What is the Fed?

 Financial crisis update
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 Probably the one risk most talked about today is 

commercial real estate (CRE)

 Most banks are exposed to CRE and/or have 

exposures to commercial mortgage backed 

securities (CMBS)

 Eventually, CRE will need to be refinanced…who will 

do this in today’s market?
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 Deflation: a fall in the general level of prices of goods and 
services in an economy over a period of time. 

For example, CPI < 0

 Inflation: a rise in the general level of prices of goods and 
services in an economy over a period of time. 

For example, CPI > 0

 Disinflation: a decrease in the rate of inflation – a slowdown in 
the increase of the general price level of goods and services 
over time.

For example, CPI > 0, but falling from 2.5 to 1.5%
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•Prior to September 2008, the Fed was 
sterilizing liquidity injections to capital 
markets.

•Expansion of short-term lending 
through Term Auction Facility (TAF) -
Green

•Offset by lower treasury portfolio -
Blue

•After September 2008, Fed unable to 
sterilize liquidity injections through the 
discount window and various lending 
facilities.

•The creation of the Term Asset-backed 
Securities Loan Facility (TALF) to acquire 
consumer loans could expand the balance 
sheet even further.
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 USDA projects net farm incomes will fall by 
38 percent this year
 But remember, this fall is from a very high level 

(2008 net farm income levels)
 Depressed demand has severely hurt the 

U.S. livestock sector
 What does this mean for agricultural credit 

conditions?
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Source: 10th District Agricultural Credit Survey and Call Reports
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 Rural areas have not been hit as hard as 
metro areas

 Still, challenges exist. Where will growth 
come from?
 The recovery hinges on demand.

 Continued focus on entrepreneurship, 
innovation, and amenities may be the best 
strategies for rural growth.
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 Rural banks are performing better than metro peers.

 But, to reduce risk, banks have . . .

 Tightened credit standards on loans.

 Raised collateral requirements.

 Shortened loan maturities.

 Risks remain in commercial real estate.
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 Aging populations and migration challenge rural 
communities.

 Rising fixed production costs threaten to intensify 
consolidation trends.

 The financial crisis has raised deposits in rural 
commercial banks. 

 Will this continue?

 Is this a permanent change or a short-term safe haven?
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 The financial crisis and recession appear to be ending, 

but risks surround the recovery.

 The outlook hinges on consumer spending, both in 

the U.S. and globally.

 As the recovery strengthens, questions will switch 

from growth to inflation.

 When will consumers and investors start “chasing”?
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