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Role of the Federal Reserve

The Federal Reserve, often called “the Fed,” is the central banking system of the United States. Its
main role is to promote a stable and healthy economy by managing the nation’s money and financial
system. Created in 1913, the Federal Reserve was designed to reduce financial panics and provide a
safer, more flexible banking system.

One of the Federal Reserve’s most important responsibilities is conducting monetary policy. This
means controlling the supply of money and credit in the economy to achieve goals such as stable
prices, maximum employment, and moderate long-term interest rates. The Fed influences interest rates
mainly by setting the federal funds rate, which affects how much it costs for banks to borrow money
and, in turn, impacts spending and investment across the economy.

The Federal Reserve also supervises and regulates banks to ensure they operate safely and fairly, by
monitoring banks and financial institutions. They also helps protect consumers and maintain
confidence in the financial system, while it also works to reduce risks that could lead to financial crises.

Another key role of the Federal Reserve is providing financial services: it acts as a banker for the U.S.
government, processes payments, and issues currency. During times of economic stress, the Fed can
also serve as a lender of last resort to help stabilize the financial system.

Overall, the Federal Reserve plays a critical role in keeping the U.S. economy stable, secure, and
functioning effectively.



