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Understanding the structure of the Federal Reserve System is essential for comprehending how
monetary policy, banking supervision, and financial stability are managed in the United States. The
Federal Reserve, often referred to as the Fed, comprises several key groups, each with specific
responsibilities designed to promote a healthy economy. In this article, we will explore various
actions taken within the Fed and identify which group within the system is responsible for each. This
knowledge is crucial for students, finance professionals, policymakers, and anyone interested in the
functioning of the U.S. monetary system.

The Federal Reserve System: An Overview

Before diving into specific responsibilities, it’s vital to understand the structure of the Federal
Reserve System. The Fed is an independent entity composed of three main components:

- The Board of Governors
- The Federal Reserve Banks (12 regional banks)
- The Federal Open Market Committee (FOMC)

Each component plays a distinct role in executing monetary policy, supervising banks, and ensuring
the stability of the financial system. Let’s examine the responsibilities associated with each group
and how they relate to various actions.

The Board of Governors

The Board of Governors is a federal agency based in Washington, D.C., consisting of seven members
appointed by the President and confirmed by the Senate. This group holds significant authority in
setting monetary policy and overseeing the Federal Reserve Banks.

Major Responsibilities of the Board of Governors
- Formulating national monetary policy
- Supervising and regulating banking institutions
- Overseeing the Federal Reserve Banks
- Setting reserve requirements for banks
- Approving discount rate policies
- Conducting economic research and analysis



- Supervising the operations of the FOMC

Actions Managed by the Board of Governors
The following actions are primarily under the jurisdiction of the Board of Governors:

Setting reserve requirements for commercial banks

Determining discount rate policies for the Federal Reserve Banks

Developing and implementing monetary policy guidelines

Overseeing and supervising banking institutions for safety and soundness

Conducting economic research to inform policy decisions

Approving changes to the structure and policies of the Federal Reserve System

The Federal Reserve Banks

The Federal Reserve Banks, often called the regional or district banks, serve as the operational arm
of the Federal Reserve System. There are 12 regional Federal Reserve Banks located across the
United States, each serving specific districts.

Major Responsibilities of the Federal Reserve Banks
- Conducting open market operations (buying and selling government securities)
- Acting as a bank for commercial banks and the U.S. government
- Providing financial services such as clearing checks and electronic payments
- Monitoring economic conditions within their districts
- Assisting in the implementation of monetary policy

Actions Managed by the Federal Reserve Banks
The actions primarily conducted by the Federal Reserve Banks include:

Executing open market operations as directed by the FOMC

Providing discount window lending to commercial banks

Distributing currency and coin within their districts



Gathering economic data to inform policy decisions

Facilitating payments and settlement services for banks and the government

The Federal Open Market Committee (FOMC)

The FOMC is a key component within the Federal Reserve System responsible for formulating
monetary policy. It consists of the seven members of the Board of Governors plus five regional
Reserve Bank presidents, with the New York Fed president always present.

Major Responsibilities of the FOMC
- Setting target federal funds rate
- Conducting open market operations to influence money supply and interest rates
- Adjusting monetary policy stance to achieve maximum employment and stable prices
- Monitoring economic and financial conditions to guide policy decisions

Actions Managed by the FOMC
The FOMC primarily manages actions related to monetary policy implementation:

Setting the Federal Funds Rate: The FOMC determines the target range for the federal1.
funds rate, which influences interest rates across the economy.

Open Market Operations: The FOMC directs the Federal Reserve Banks to buy or sell2.
government securities to influence liquidity and interest rates.

Adjusting the Monetary Policy Stance: Based on economic conditions, the FOMC may3.
decide to tighten or loosen monetary policy (e.g., raise or lower the target rate).

Summary of Responsibilities and Responsible Groups

| Action | Responsible Group | Explanation |
|---|---|---|
| Setting reserve requirements | Board of Governors | The Board directly sets reserve requirement
ratios for banks. |
| Determining discount rate policies | Board of Governors | The Board approves the discount rate at
which banks borrow from the Fed. |
| Conducting open market operations | Federal Reserve Banks (under FOMC guidance) | The Fed
executes these operations, primarily through the Federal Reserve Bank of New York. |



| Setting the federal funds rate | FOMC | The FOMC sets the target rate which guides monetary
policy. |
| Supervising banking institutions | Board of Governors | The Board oversees banks’ safety and
soundness, including conducting examinations. |
| Providing financial services to banks and government | Federal Reserve Banks | These banks
handle payments, currency distribution, and other financial services. |
| Conducting economic research | Board of Governors | The Board and Federal Reserve Banks
analyze economic data to inform policy. |

Conclusion: The Collaborative Nature of the Federal
Reserve System

The Federal Reserve System operates through a collaborative framework where different groups
have specific roles, yet work in unison to promote the stability and health of the U.S. economy. The
Board of Governors sets broad policies, supervises banks, and influences reserve requirements and
discount rates. The Federal Reserve Banks execute monetary operations, facilitate financial
transactions, and provide regional economic insights. The FOMC acts as the decision-making body
for monetary policy, primarily through setting interest rate targets and directing open market
operations.

This division of responsibilities ensures a comprehensive approach to managing the economy,
balancing regional insights with national policy goals. Whether it's adjusting interest rates,
supervising banks, or conducting open market operations, each group within the Federal Reserve
System plays a vital role in maintaining financial stability and fostering economic growth.

By understanding which group is responsible for each action, stakeholders can better appreciate
how monetary policy is crafted and implemented, leading to a more informed engagement with
financial markets, regulatory frameworks, and economic policymaking.

Frequently Asked Questions

Which group within the Federal Reserve System is responsible
for setting the target range for the federal funds rate?
The Federal Open Market Committee (FOMC) is responsible for setting the target range for the
federal funds rate.

Who oversees the implementation of monetary policy
decisions made by the FOMC?
The Federal Reserve Board of Governors oversees the implementation of monetary policy decisions
made by the FOMC.



Which group within the Federal Reserve System is tasked with
supervising and regulating banks and financial institutions?
The Federal Reserve Board of Governors is responsible for supervising and regulating banks and
financial institutions.

Who manages the Federal Reserve’s open market operations,
such as buying and selling government securities?
The Federal Reserve Bank of New York conducts open market operations under the guidance of the
FOMC.

Which part of the Federal Reserve System is responsible for
providing financial services to the U.S. government and
depository institutions?
The Federal Reserve Banks provide financial services to the U.S. government and depository
institutions.

Who is responsible for setting the reserve requirement ratios
for banks within the Federal Reserve System?
The Federal Reserve Board of Governors sets the reserve requirement ratios for banks.

Which group within the Federal Reserve System monitors
economic conditions and prepares reports for policy
decisions?
The Federal Reserve Board of Governors and the Federal Reserve Banks collectively monitor
economic conditions and prepare reports.

Who within the Federal Reserve System has the authority to
approve discount rate changes?
The Federal Reserve Board of Governors has the authority to approve changes to the discount rate.

Additional Resources
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Below

Understanding the Federal Reserve System — often simply called “the Fed” — involves dissecting its
complex organizational structure and delineating responsibilities across its various components. The
Fed’s structure is designed to balance regional autonomy with centralized authority, ensuring that



monetary policy, financial stability, and banking oversight are managed effectively. This detailed
review explores which specific groups within the Federal Reserve System are responsible for key
actions, providing clarity for students, professionals, and anyone interested in the inner workings of
U.S. monetary policy.

---

Overview of the Federal Reserve System’s Structure

The Federal Reserve System is composed of several key entities, each with distinct roles:

- Board of Governors: A central governing body based in Washington, D.C., responsible for guiding
monetary policy and overseeing the Federal Reserve Banks.
- Federal Reserve Banks (12 regional banks): Serve as operational arms, implementing policies and
conducting banking services.
- Federal Open Market Committee (FOMC): The primary body responsible for setting U.S. monetary
policy, particularly open market operations.
- Federal Advisory Council and other advisory groups: Offer expert advice but do not have
policymaking authority.

Understanding each group’s responsibilities is crucial to understanding how the Fed functions in
practice.

---

Key Actions and Their Responsible Groups

Below, each action is examined, with an emphasis on which part of the Federal Reserve System is
responsible, including detailed explanations of their roles.

---

1. Setting the Federal Funds Rate

Responsible Group: Federal Open Market Committee (FOMC)

The FOMC is the core policymaking body within the Fed tasked with influencing short-term interest
rates, particularly the federal funds rate, which serves as the benchmark for many other interest
rates in the economy.

Details:

- The FOMC convenes approximately every six weeks to assess economic conditions.
- It reviews economic data such as inflation, employment, GDP growth, and global financial
developments.



- Based on this analysis, the FOMC votes on target ranges for the federal funds rate.
- This rate influences borrowing costs across the economy, affecting consumer spending, business
investment, and overall economic activity.

Implementation:

- The FOMC’s decisions are implemented through open market operations conducted by the Federal
Reserve Bank of New York, which buys or sells government securities to influence the supply of
reserves and thus the federal funds rate.

Summary:

While the Board of Governors provides policy guidance, the FOMC — including regional bank
presidents and the Chair of the Board — is directly responsible for setting the target interest rate.

---

2. Conducting Open Market Operations

Responsible Group: Federal Reserve Bank of New York & FOMC

Details:

- The Federal Reserve Bank of New York is tasked with executing open market operations on behalf
of the FOMC.
- These operations involve the buying and selling of government securities (Treasury bonds, bills,
and notes) in the open market.
- The purpose is to influence the level of reserves in the banking system, thereby impacting short-
term interest rates and liquidity.

Process:

- The FOMC authorizes the New York Fed to conduct these operations, based on policy decisions.
- The New York Fed’s Trading Desk manages daily transactions, adjusting the supply of reserves to
meet the FOMC’s target.

Summary:

While the FOMC decides on the policy stance, the actual implementation of open market operations
is carried out by the Federal Reserve Bank of New York’s Trading Desk, under the guidance of the
FOMC.

---

3. Setting Reserve Requirements for Banks

Responsible Group: Board of Governors



Details:

- Reserve requirements specify the minimum amount of reserves (cash or deposits at the Fed) that
depository institutions must hold against their transaction accounts.
- These requirements influence the amount of funds banks can lend, impacting the money supply and
credit availability.

Authority and Process:

- The Board of Governors has the statutory authority to establish reserve requirements.
- Historically, reserve requirements have been used as a monetary policy tool, but since the 2008
financial crisis, their use has been limited.
- Currently, the Board can adjust reserve ratios to influence banking behavior, though such
adjustments are rare.

Implication:

- Changes in reserve requirements directly impact the banking system’s capacity to create credit,
thereby influencing liquidity and potentially the broader economy.

Summary:

The Board of Governors holds the responsibility for setting reserve requirements, acting as the
primary authority in this area.

---

4. Supervising and Regulating Banking Institutions

Responsible Group: Board of Governors & Federal Reserve Banks

Details:

- Ensuring the safety and soundness of the banking system is a key function.
- The Board of Governors establishes national banking policies, conducts examinations, and enforces
banking laws.
- Federal Reserve Banks supervise state-chartered banks that are members of the Federal Reserve
System, as well as bank holding companies.

Supervisory Responsibilities Include:

- Conducting regular examinations of banks to assess financial health.
- Monitoring compliance with laws and regulations.
- Managing actions related to bank failures or financial distress.

Specialized Oversight:

- The Federal Reserve’s Supervision and Regulation division develops guidelines and conducts stress
tests, especially for large, systemically important banks.



Summary:

Supervision and regulation responsibilities are shared between the Board of Governors (for national
banks and bank holding companies) and the Federal Reserve Banks (for state-chartered member
banks).

---

5. Issuing Currency and Managing the U.S. Money Supply

Responsible Group: Federal Reserve Bank of New York & Board of Governors

Details:

- The Federal Reserve Banks are responsible for issuing Federal Reserve Notes (cash) and managing
currency circulation.
- They work with the U.S. Treasury to ensure sufficient currency supply to meet demand.
- The overall control of the money supply is achieved through monetary policy tools, primarily open
market operations and the setting of reserve requirements.

Mechanism:

- The Fed influences the money supply indirectly by adjusting interest rates and reserve levels.
- Quantitative easing and other unconventional tools are sometimes used during extraordinary
economic conditions.

Summary:

While currency issuance is operationally managed by the Federal Reserve Bank of New York, the
Board of Governors guides overall monetary supply strategies.

---

6. Acting as a Lender of Last Resort

Responsible Group: Federal Reserve Banks & the Board of Governors

Details:

- During financial crises, the Fed provides emergency funding to banks or other financial institutions
facing liquidity shortages.
- This role helps prevent bank failures that could threaten broader financial stability.

Process:

- The Federal Reserve Banks assess requests for emergency lending.
- The Board of Governors authorizes the terms and scope of such lending.



Examples:

- The Discount Window: a facility where banks can borrow reserves directly from the Fed, often at a
penalty rate.
- Emergency facilities established during crises (e.g., the 2008 financial crisis and the COVID-19
pandemic).

Summary:

The responsibility for emergency lending is shared: the Federal Reserve Banks execute lending,
while the Board of Governors sets policies and approves specific programs.

---

7. Formulating and Communicating Monetary Policy

Responsible Group: Board of Governors & FOMC

Details:

- The Board provides the overarching framework, economic outlook, and guidance.
- The FOMC makes specific policy decisions, including setting interest rate targets.
- Transparency and communication are vital; the Fed publishes reports, minutes, and speeches to
inform markets.

Actions Include:

- Announcing policy decisions via press releases.
- Publishing the Monetary Policy Report.
- Providing forward guidance to shape market expectations.

Importance:

- Clear communication helps anchor inflation expectations and promotes effective policy
transmission.

Summary:

The Board and FOMC jointly oversee policy formulation and communication, with the FOMC making
the primary decisions.

---

8. Conducting Research and Economic Analysis

Responsible Group: Federal Reserve Board of Governors & Federal Reserve Banks



Details:

- Both entities conduct extensive research to inform policy decisions.
- The Board’s Division of Research and Statistics analyzes economic data, models, and forecasts.
- The Federal Reserve Banks also contribute regional economic insights and conduct research
relevant to their districts.

Key Areas of Focus:

- Inflation trends
- Employment metrics
- Financial market developments
- International economic conditions

Outcome:

- Research findings influence policy decisions, aid in understanding economic risks, and support
long-term strategic planning.

Summary:

Research and analysis are collaborative efforts across different parts of the Federal Reserve System,
primarily led by the Board of Governors but enriched by regional insights.

---

9. Overseeing Payment Systems and Financial Markets

Responsible Group: Federal Reserve Banks & Board of Governors

Details:

- The Fed operates and oversees key payment systems like Fedwire, the Automated Clearing House
(ACH), and others.
- Ensuring the smooth functioning of these systems is vital for economic stability.

Roles:

- The Federal Reserve Bank of New York manages large-value payment systems, ensuring settlement
safety.
- The Board develops policies and standards related to payment and settlement systems.

Significance:

- Efficient payment systems facilitate commerce and financial transactions, reducing risks of
systemic failures.

Summary:



Operational management of payment systems is handled by the Federal Reserve Banks, with policy
oversight from the Board of Governors.

---

10. Managing the Federal Reserve’s Balance Sheet

Responsible Group: Federal Reserve
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