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What is the Federal Reserve?

Founded in 1913, the Federal Reserve System is the United States’' central bank, serving as an

independent institution that guides monetary policy and safeguards financial stability.

@

Dual Mandate from Congress

MANDATE

I Maximum employment

Job market where
anyone who wants work
can find It

Il. Stable prices

Inflation at 2%: slow
enough to protect
purchasing power, fast
enough to keep the
economy moving

INDEPENDENCE

Operates independently
from the executive branch,
insulating monetary policy
from short-term political
pressures which is critical for

credibility.

&=

SCALE AND REACH

12 regional Reserve Banks
spanning the country,
overseeing thousands of
member banks and trillions

in assets
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Federal Reserve Within the U.S. Government Framework

A statutory framework THE FEDERAL RESERVE ACT

established by Congress

guides the Operatl'on of Creates the Federal Reserve
System and specifies how Board
members and Reserve Bank

System presidents are chosen

Nominates members of the Confirms Board members

Board of Governors, and appointed by the President, and
nominates one Board member confirms the nominations

to be Chair and one to be Vice members to be either Chair or

Chair Vice Chair
\ 4 \ 4 \ 4 v

12 Reserve Banks examine and

the Federal Reserve

Seven Board members guide all

aspects of the Federal Reserve
System and its five key
functions

supervise financial institutions,
act as lenders of last resort, and
provide U.S. payment system
services.

Seven Board members and five
Reserve Bank presidents direct
open market operations that
sets U.S. monetary policy.
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The Dual Mandate is the North Star

The Federal Reserve operates under a mandate to pursue two goals simultaneously: maximum

employment and stable prices. Simple in theory, but rarely simple in practice.

The Fed’s Balancing Act

. (o)
When the economy is 16.0%

strong, job growth tends to 14.0%
be solid, but inflation often
rises with it. 12.0%
When the Fed raises 10.0%
interest rates to bring 8.0%
prices down, borrowing
costs increase and hiring 6.0%
can slow.

4.0%
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the goal, but reaching it o
without weakening the 0.0%
labor market is the
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How the Fed Steers Borrowing, Spending, and Growth

The federal funds rate is the Fed's primary lever. QE and QT step in during crises when rate moves

alone aren't enough, while reserve requirements play a largely background role today.

Quantitative Liquidity/Emergency
Fecerall Fumes Haie Easing/Tightening Facilities
([ A [ Fed buys bonds to put A ( )
e-zl;z(}’a\ gitﬁe??:rkg\feﬁ%gﬁt money in the economy Emergency funding for
loans 9 (QE) or sells to take banks
' ) L money out (QT)
Ral?\eeigrtﬁntsi?gv?/my QE used in crises when Provide U.S. dollar
spending. rate cuts aren't enough liquidity globally
Cut to boost economic QT used to cool the Ensure smooth
growth or reduce economy if its growing functioning of funding
unemployment. too quickly markets
\ A . A A S
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How the FOMC Makes Decisions

The Chair leads every FOMC meeting, testifies before Congress twice a year, and is the primary voice

of U.S. monetary policy.

THE BEIGE BOOK

Summarizes economic conditions reported by businesses and banks across all 12 Fed districts

DATA REVIEW

Present the latest inflation, jobs, and GDP data to build a case for the Fed's next rate move

POLICY DEBATE

Officials debate whether to raise, cut, or hold rates

VOTE

12 members vote on the rate decision. Majority rules and any dissents are made public

FOMC STATEMENT

Fed announces its rate decision. Markets review statement for potential impact to the economy
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The Impact of Policy Decisions

When the Fed adjusts interest rates, it changes the cost of borrowing and the incentive to save.
These changes influence consumer spending, business investment, housing activity, and

ultimately economic growth and inflation.

& A

FOMC Affects Affects Influences Progress
monetary current and overall decisions of toward
policy expected financial households & maximum
decision short-term conditions businesses employment
interest rates and stable
prices

On average, it takes 12-18 months for a policy decision to meaningfully impact economic activity.
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Two Policy Levers, One Economy

The Fed controls monetary policy, but fiscal policy also influences the economy. The two often

work alongside one another.

Monetary Policy Fiscal Policy
Made by: The Federal Made by: Congress & the
Reserve (the U.S. central President
bank)
Tools: Taxes, government

purchases/sales, and bank
reserve requirements Goal: Support or slow

; » economic activity by
Goal: Promote price stability adjusting government
and support sustainable spending and taxation

economic growth
Impact: Can influence

Impact: Changes affect the economic activity more
economy gradually, often quickly through direct
taking months to be fully felt spending and tax changes



Fed Influence Is Strongest at the Short End

Short-term yields, such as the -month and 3-month Treasury bill, move in near lockstep with the
federal funds rate. Longer-term rates, such as the 10-year Treasury note, are less responsive to Fed

policy, as they are priced primarily on the market's expectations for long-run growth and inflation.

8.0% Federal Funds Rate Shapes Short-Term Rates
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Staying Invested Through Rate Cycles

Markets have remained resilient through much of the Fed's rate-hiking cycle(s). Because it's difficult
to predict when higher rates will slow growth, maintaining a disciplined long-term approach remains
important.

Rate Cycles and Market Returns
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Note: Shaded areas represent start of rate hiking cycles until last month prior to a cut
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The Rate Cycle Over 55 Years of Monetary Policy

Federal Funds Rate by Chair (1970 - Present)
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Key Takeaways

The Fed operates independently from the executive branch, insulating monetary policy from
short-term political pressure which is the foundation of its credibility.

@ Independence Underpins Credibility

Built to Act in a Crisis

As lender of last resort, the Fed can adjust interest rates and deploy emergency tools to
stabilize markets and the financial system when conditions demand it.

Policy Works With a Lag

Rate changes take roughly 12 to 18 months to move fully through the economic channels like
borrowing, spending, and hiring, meaning the Fed often acts ahead of the data.



Disclosures

This document is intended for the exclusive use of clients or prospective clients of PCS Advisors. Any additional dissemination or distribution is strictly prohibited.
Information provided in this document is for informational and/or educational purposes only and is not, in any way, to be considered investment advice nor a

recommmendation of any investment product or service. Advice may only be provided after entering into an engagement agreement and providing PCS Advisors with all
requested background and account information.

In partnership with Fiducient Advisors, the included information has been obtained from a variety of sources believed to be reliable though not independently verified.

Any forecasts represent future expectations and actual returns, volatilities and correlations will differ from forecasts. Past performance does not indicate future
performance and there is a possibility of a loss.

Please visit www.pcsbd.net/disclosures for other important disclosures. Private Client Services is an SEC Registered Investment Advisor doing business as PCS Advisors.
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