                                 The Federal Reserve Part 3

The Federal Reserve System is our nation’s Central Bank. The first thing that everyone wants to have from a bank is confidence; confidence to be able to find our money when we need it and that the bank would be around when they want a loan. Since banks also want to earn profits, the bank charges interest. Cash doesn’t pay a big part in modern banking. When you deposit a check there is no cash involve because the bank just increases your account electronically and if your bank gives you a loan, the bank again adds money to your account but doesn’t give you a pile of cash. Still cash is very important for our daily life, and it is the Federal Reserve who has the responsibility of viewing that the cash flows properly throughout our economy. The Federal Reserve is sometimes called the Bankers’ Bank because much like you and I our bank has an account in the Federal bank of its area. When our bank has excessive cash, it shifts it to the Federal Bank and increases its account balance; and when it doesn’t have enough, it withdraws cash from the Federal Bank. There are twelve federal reserve banks around the country plus twenty five branches located in other cities, all coordinated by the board of governors in Washington. 


Every day, the Federal Reserve banks receive piles of money from local commercial banks. Once the trucks are unloaded, the robots take over by carrying the cash through the hallways. From there the robots take the money to another area, where the money is counted and sorted. The currency is counted by computerized machines at a rate of eighty thousand bills every hour. The sorting machines reject bills that are suspicious. Bills like these are revised by an expert and those that actually have a problem are sent to the secret service for further investigation. Currency that is worth down is shredded into tiny pieces and then compressed into bricks. These operations go on everyday in Federal Reserve banks around the country. 


Sometimes banks are forced into emergency action. When there is a huge demand of money provoked as an example by the coming of a hurricane, the bank can have a shortage of cash. Since there is no electricity, only cash can be demanded. To assure having cash available, the local banks asked the Federal Reserve Bank for money. 


Storing cash and providing it to the banks is only one of the jobs of the Federal Reserve Bank because the majority of payments are made by check. When you write a check to a person or business, the check makes its way all the way back to your bank where the money is deducted from your account. Each day the Federal Reserve System stores like seventy five million checks. There are also electronic transfers of money. Since sending cash is too unpractical and mailing a check might take too long, companies can send money through the Fed’s electronic network, the “Fed Wire” The transaction is done by electronic impulses all around the country until your money being finally deducted from an account and added to another. 


In 1913 the Congress established the Federal Reserve System to safeguard the banking system. The Fed was to be the lender of last resource; however, banks can still fail. If people don’t repay their loans, the banks will fail; as a consequence, people can loose their life savings. If people suspect that something wrong is happening with the bank, they will all run to the banks demanding their money at the same time. This usually happened during the Great Depression of the 1930’s, when everyone wanted their money in cash and even if the bank was healthy, the cash wasn’t always there. These days depositors don’t have to worry that much because deposits are assured by the government. 


When large depositors use computers and telephone lines to withdraw money, there can also be trouble. In 1984, there was a wise spread fear of a banking crisis in United States. Continental Illinois, one of the largest banks of Illinois, was experiencing a modern day run. It had loan million of dollars to oil companies, but when gas prices fell the companies went into bankrupt and couldn’t pay their loans. The worries spread further and other banks soon also started to fail. Businesses with deposits in Continental Illinois start withdrawing their money by using computers and telephone lines. Then government agencies said that they will help the bank. When a bank is temporary short of funds it can borrow from the Fed. Then, the bank is charged an interest called the Discount rate. 

