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The Federal Reserve (aka The Fed)
Open and Operating: The Federal Reserve Responds to September 11
The Fed has six functions:
1) Clearing checks (Payment System)
2) Federal government’s fiscal agent (manages the Treasury bank account)
3) Supervising member banks
4) Regulating money supply
5) Setting reserve requirements
6) Supply paper currency
This video shows how they were able to use these functions to maintain stability in our financial system
after the attacks of September 11.
1. Why was it critical for the Federal Reserve to respond quickly after the attacks on
September 11?

To help stabilize our national economy
2. Why was the Federal Reserve started?

1913
3. What was its purpose?

To serve as the Central Bank of the United States
4. What was its mission?

To ensure and safeguard against bank panics.
5. Since then, what other roles have evolved for the Fed?

They now include monitoring our nation’s payments system of electronic
money transfers, checks, and cash; regulating banks for safety and
soundness; and implementing monetary policy to promote a healthy
economy and price stability.
6. On 9/11, obviously, significant loss of life in New York and Washington was high on
everyone’s mind, but with respect to the Federal Reserve, the main issue had to do what?

The financial system.
7. In times of crisis, like 9/11, people need faith in their nation’s financial system. One way to
strengthen this faith is to provide liquidity, which simply refers to what?

Availability of money
8. Basically, the payments system refers to what?

The Fed’s roles in transferring money, or payments, from one bank to
another. This is done either as electronic money transfers, checks, or cash.
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9. Why was preventing failures in the payment system important?

Preventing failures in the payments system was an immediate concern of
the Fed, since a blockage in any area could cause a gridlock throughout the
entire network. A gridlock that had the potential to affect the financial
markets and the economy.
10. How well was Fedwire working after the attacks on September 11 ?

With the exceptions of a few disruptions in New York, Fedwire was running
smoothly throughout the country.
11. After checking Fedwire, what did the Fed concentrate on next?

Fed next turned its attention to the money supply.
12. Is it normal in a crisis situation or natural disaster for the general public to want to go out
and get their hands on as much cash as possible?

Yes
13. What did the Fed want to avoid?

A panic situation.
14. In Manhattan, all bridges and tunnels were closed, and the Fed was concerned that
automated teller machines might run out of cash. To meet this potential shortage, how did
the Federal Reserve Bank of New York get through to deliver more than 425 million dollars
to local banks?

They made special arrangements with New York City Police and New Jersey
State Troopers. They also didn’t make them use the regular schedule for
ordering money (order tomorrow’s money by noon today).
15. What is “float”?

“Float is the amount of money that’s been credited to the accounts of
depositing banks that has not yet been debited to the accounts of check
writers across the country.
16. On September 12, how much float was incurred?

$23 billion
17. How much more is this than the historical daily average?

30x
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18. Another tool the Fed uses to control liquidity is Open Market Operations. Every day, the
trading desk at the Federal Reserve Bank of New York enters the market to buy or sell
Treasury securities. If the Fed buys securities, money is put into the banking system – thus
increasing liquidity. Conversely, if the Fed sells securities, money is taken out of the banking
system. In the days after 9‐11, the Fed wanted to increase liquidity and thus began buying
securities in record amounts. On an average day in 2001, Open Market Operations injected
between 2 and 8 billion dollars into the banking system. How much did they buy each day?

19. On Monday, September 17, what did the Federal Open Market Committee vote to lower?

Federal funds rate to increase liquidity even more.
20. What is the “funds rate”?

The interest rate that banks pay when they borrow money from one
another.
21. The rate was lowered three more times, the lowest in how many years?

40 years
22. What action taken by the Fed calmed the markets?

Made sure there was faith in the financial system.
23. What is the benefit of a well‐functioning central bank?

Stable economy.
24. Explain the significance of the video’s title, Open and Operating.

Fed was able to keep our financial system running—even after 9/11
25. How does a well‐functioning central bank benefit you?

The whole economy—can buy goods/services, receive payments, use
credit…

