
Policy Effects
D eposito ry  in s titu tio n s  are required to  m ainta in reserves in 
certain p ro po rtions  against various types o f the ir deposits. 
Open m arket opera tions d ire c tly  a ffec t the level o f reserves 
in the banking system. Federal Reserve purchases o f securities 
add to  reserves; sales w ith d ra w  reserves fro m  the system.
If reserves increase, depos ito ry  in s titu tio n s  w ill generally 
acquire new loans and investm ents w h ich  w ill tend to  exert 
dow nw ard pressure on in terest rates.

The in terest rate tha t is m ost d ire c tly  affected by open m arket 
opera tions is the federal funds ra te—the rate at w hich de­
pos ito ry  in s titu tio n s  lend reserves to  one another, usually on 
an ove rn ight basis. Tha t rate is de term ined by supply and 
demand factors: if reserves are p le n tifu l and few  in s titu tions  
need to  bo rrow  reserves, the  federal funds rate is like ly  to  be 
low ; if  reserves are scarce and m any in s titu tio n s  are b idd ing 
fo r  a lim ited  q u a n tity  o f available reserves, the rate is like ly  
to  be driven up.

Open m arket operations as d irected by the FOMC are thus one 
o f the too ls  used by the  centra l bank to  in fluence the to ta l 
am oun t o f m oney and c re d it available in the econom y. The 
Federal Reserve attem pts to  provide enough reserves to  en­
courage m oderate g row th  in m oney and c red it in keeping 
w ith  the longer-run needs o f an expanding econom y.

Reports
By law, the Board o f Governors is required to  keep a com plete 
record o f the actions taken by the  FOM C on all questions o f 
po licy  and to  include in its annual rep o rt to  Congress the vote 
on and the reasons fo r  each action . In order to  provide th is  
in fo rm a tio n  on a t im e ly  basis, a "R eco rd  o f Policy A c tio n s " is 
prepared a fte r each m eeting and is released to  the press and 
the pu b lic  a few  days a fte r the  next regularly scheduled FOMC 
meeting. A n o th e r rep o rt, "M in u te s  o f A c tio n s ,”  lists po licy  
and non-po licy  actions and is made available fo r  pub lic  inspec­
tio n  at the same tim e  the  Record o f P olicy A ctions  fo r  the 
corresponding m eeting is released.

Tw ice a year, as required in the  F u ll E m ploym ent and Bal­
anced G row th  ("H u m p h re y -H a w k in s ") A c t o f 1978, the Board 
subm its a w r itte n  repo rt to  Congress on the  state o f the 
econom y and the course o f m onetary  po licy , and it may be 
called to  consult w ith  Congress on th is  report.
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2. A SERIES ON THE STRUCTURE OF THE FEDERAL RESERVE SYSTEM
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The Federal Open M arket Com m ittee (FO M C ) is the  
most im portant m onetary policy-m aking body of the  
Federal Reserve System. It is responsible for the  
form ulation o f a policy designed to prom ote econo­
mic growth, full em ploym ent, stable prices, and a 
balance in international trade and payments. The  
FO M C makes key decisions regarding the conduct 
o f open market operations—purchases and sales o f 
U.S. Governm ent and other securities—which affect 
the provision of reserves to depository institutions  
and, in turn , the cost and availability o f money and 
credit in the U.S. econom y. The FO M C  also directs 
System operations in foreign currencies.

Membership of the Committee
The FOMC is composed o f the  seven members o f the Board o f 
Governors and five Reserve Bank Presidents. The President o f 
the Federal Reserve Bank o f New Y o rk  serves on a con tinuous 
basis; the Presidents o f the o ther Reserve Banks serve on a 
ro ta ting  basis fo r  one-year term s beginning on March 1st o f 
each year. R o ta tion  is conducted so th a t each year one m em ­
ber is elected to  the C om m ittee  by the Boards o f D irectors o f 
each o f the fo llo w in g  groups o f Reserve Banks: 1) Boston, 
Philadelphia, and R ichm ond ; 2) Cleveland and Chicago;
3) A tlan ta , St. Louis, and D 31 las; and 4) M inneapo lis, Kansas 

C ity , and San Francisco.

Organization
By sta tu te , the  C om m ittee  determ ines its ow n organ ization.
A t its f irs t  m eeting on or a fte r March 1st o f each year, the 
C om m ittee  elects its Chairm an and V ice Chairm an and selects 
s ta ff o ffice rs  to  serve the C om m ittee  fo r  the  com ing year. 
T ra d itio n a lly , the  Chairm an o f the  Board o f G overnors is 
elected as Chairm an and the President o f  the  Federal Reserve 
Bank o f New Y o rk  as V ice Chairm an. S ta ff o ffice rs  are select­
ed fro m  among the o ffice rs  and em ployees o f the Board o f 
G overnors and the Federal Reserve Banks. O ffice rs inc lude: 
a Secretary to  m a in ta in  a record o f actions taken by the 
C om m ittee  upon all questions o f p o lic y ; econom ists to  prepare 
and present to  the C om m ittee  in fo rm a tio n  regarding business 
and c red it con d itions  and dom estic  and in te rna tiona l eco­
nom ic and financ ia l developm ents; General Counsel to  fu rn ish  

legal advice; and tw o  Managers o f the  System Open M arket 
A c c o u n t—one fo r  dom estic  and one fo r  fo re ign opera tions— 
to  execute and to  repo rt to  the C om m ittee  on open m arket 
transactions.

Meetings
The law requires th a t meetings o f the  FOM C be held at least 
fo u r  tim es each year in W ashington, D.C. upon the call o f the 
Chairm an o f the Board o f G overnors or at the request o f any 
three members o f the  C om m ittee . T y p ic a lly , meetings are 
held once every 5 to  8 weeks in the  o ffices o f the Board o f 
Governors in W ashington, according to  a schedule ten ta tive ly  
agreed upon at the  beginning o f the  year. If circumstances 
require consu lta tion  or considera tion  o f an action between 
these regular meetings, members may be called on to  p a rtic i­
pate in a special m eeting or a te lephone conference, or to  vote 
on a recom m ended action  by telegram  or te lephone. A t  each 
regular m eeting, the C om m ittee  votes on the  po licy  to  be 
carried o u t du ring  the in terval between meetings; at least tw ice 
a year the  C om m ittee  also votes on certa in  longer-run po licy  
ob jectives.

A ttendance  at meetings is restric ted because o f the co n fid e n ­
tia l nature o f financ ia l in fo rm a tio n  discussed, and is lim ited  
to  C om m ittee  members, nonm em ber Reserve Bank Presidents, 
s ta ff o ffice rs , the  Managers o f the System account, and a small 
num ber o f  Board and Reserve Bank s ta ff.

The Decision-Making Process
Prior to  each regular m eeting o f the  C om m ittee , w r itte n  
reports fro m  System s ta ff on past and prospective econom ic 
and financia l developm ents are sent to  each C om m ittee  m em ­
ber and to  nonm em ber Reserve Bank Presidents. Reports 
prepared by the Management o f the System Open M arket 
A ccount on opera tions in the  dom estic open m arke t and in 
fore ign currencies since the  last regular m eeting are also 
d is tribu te d . A t  the m eeting itse lf, oral reports are given by 
sta ff o ffice rs  on the cu rre n t and prospective business s itua tion , 
on cond itions in financ ia l m arkets and on in te rna tiona l fin a n ­
cial developm ents. For exam ple, the C om m ittee  considers 
such factors as: in fla t io n , labor m arket developm ents, em p lo y ­
m ent and un em p loym en t, p ro d u c tio n , re ta il sales, consumer 
spending, wages and incom e, residential con s tru c tion , housing 
starts, exports  and im ports , business investm ent, inventories, 
business p ro fits , in terest rates, fiscal p o licy , and others. Oral 
reports on transactions in the  System Open M arket A ccoun t 
since the previous m eeting are given by the Managers o f the 
account.

Fo llow ing  these reports, the  C om m ittee  members and o ther 
Reserve Bank Presidents discuss po licy . T y p ic a lly , each par­
tic ip a n t expresses his o r her ow n views on the state o f the 
econom y and prospects fo r  the fu tu re , and on the appropria te  
d irec tion  fo r  m onetary  po licy . Then each makes a m ore 
e x p lic it recom m endation  fo r  p o licy  fo r the com ing in te r­
meeting period (and fo r  the  longer run , if under considera tion). 
F ina lly , the  C om m ittee  develops a consensus regarding the 
appropria te  course fo r  p o licy  w h ich  is incorpora ted in a d ire c ­
tive to  the Federal Reserve Bank o f New Y o rk —the Bank 
selected by the  C om m ittee  to  execute transactions fo r  the 
System Open M arke t A cco u n t. The d irec tive  issued by the 
FOMC is cast in re la tive ly  specific  term s so as to  provide 
concrete guidance to  the  Manager in the conduct o f day-to- 
day open m arke t opera tions. In its present fo rm , the d irective  
sets fo rth  the C om m ittee 's  ob jectives fo r  longer-run g row th  
in certain key m onetary  and c red it aggregates. It also sets 
ou t short-te rm  opera ting guides fo r  rates o f g row th  in the 
aggregates and an associated range o f to le rab le  changes in 
m oney m arket con d itions . Policy is conducted w ith  emphasis 
on supplying reserves at a rate consistent w ith  these objectives.
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