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How Money and Capital Flow
Through the U.S. Financial System

From savings to investment, credit, and economic growth
,— CAPITAL MARKETS & INVESTMENT CHANNELS ———

) Gl ok €l

MONEY MARKET BOND MARKET STOCK MARKET MORTGAGE

SAVERS & EARNERS USES OF FUNDS

FUNDS MARKET MANAGEMENT
t t t T J . CORPORATIONS
: Expansion, hiring,
( o = » =N Lg capital investment
HOUSEHOLDS C
Income, savings, [ STARTUPS
deposits 7 Innevation,
growth capital
DEPOSITS SREDT b
—— .| I HOMEBUYERS
CREATION TREASURY ISSUANCE Horne loans,
Accept deposits lssues debt to fund mortgages
Provide payment services operations and
A LS public investments
BUSINESSES 1 '
Operal:g cash, profits, ! ", ‘GOVERNMENT
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i
\

Public services,
infrastructure

FEDERAL RESERVE SYSTEM

INTEREST RATES
Influences the cast of barrowing

and saving
e CONSUMERS
O RESERVES y
{000  provices reserves to banks s e m e oo e oo o] > Credit, purchases,
for liquidity and stability | everyday needs

—>» Money Flow
—  Capital Flow

uquipiTy
Supports smoath functioning

of financial markets
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@ STABILITY « TRUST « TRANSPARENCY

------ P Treasury Issuance Flow

-==-=p Policy & Liquidity Influence

Streng institutiens and sound regulatien support a resilient financial system
that fuels long-term economic grewth.
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How Money and Capital Flow
Through the U.S. Financial System

From savings to investment, credit, and economic growth
—— CAPITAL MARKETS & INVESTMENT CHANNELS ———,
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MONEY MARKET BOND MARKET STOCK MARKET MORTGAGE ASSET
FUNDS MARKET MANAGEMENT

t i t t 1
1 ' \ 5

USES OF FUNDS

CORPORATIONS |
Expansion, hiring,
g capital investment

HOUSEHOLDS

Income, savings,

: e —
P ]

w0 -

— STARTUPS
Innovation,
growth capital

CREDIT e # HOMEBUYERS
COMER‘”‘ BN kS CREATION TREASURY ISSUANCE Horte loars,
cept deposits
Provide payment sevces S o
Manage risk e
A A public investments
BUSINESSES | :
H
Opera:;ng :a;h‘ profits, ! "' i GOVERNMENT
leposits : / \ . Public services,
' E FEDERAL RESERVE SYSTEM infrastructure
g INTEREST RATES
‘-_| n Ll;':n:;::;‘hnw of bormowing
’ e ——p CONSUMERS
L0O  Frovides reserves to banks e e LB > Credit, purchases,
for liquidity and stability everyday needs
uauieiry
—> Money Flow Supponts smooth functioning
of financial markets
— Capital Flow

e

------ P Treasury lssuance Flow '
-==-» Policy & Liquidity Influence ;
)

@ STABILITY » TRUST = TRANSPARENCY

Strong institutions and sound regulation support a resilient financial system
that fuels long-term economic growth.
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THE U.S.
FINANCIAL SYSTEM

How the Federal Reserve, rates, liquidity,
the dollar, and financial stress interact
to support growth—or trigger crises.

TREASURY YIELDS

I~

Rates up - yields up
Rates down — yields down

f EMPLOYMENT &
GROWTH

Stronger jobs & growth
benefit from easier
conditions.

,nmw‘

| Lower rates suppart
J | higher valuations

Cheaper funding
beosts lending & credit
ereation

‘@M

Higher inflatien
prompts tighter palicy Y.

KEY FLOWS

Palicy Transmision
Murket & Economic Impact Vi
Stress Transmission # . N s

4 8S e
> Feedback Loop i ~

FEDERAL RESERVE TOOLS
e Federal Funds Rate
(interest Rate Policy)
Masket Operations
(Liquidity Provision)
Discount Window

& Lending Facilities

Dual Mandate

Price
Stability

Reserve Requirements ==
& Guidance =25
4 Higher borrowing 4
costs Vi
I + Stower demand ‘r — ADJUSTING RATES & LIQUIDITY A
al

4 Lower inflation over time o

Maximum
Employment

1 Stronger dollar

/
RATE HIKES | @ 1o @
. \...«mammw Liquidity Operatians
2 1 Lower funding stress Y - ~ / (Policy Rate) (Reserves, QE / QT)
_Ill 1 More bank lending / EXPECTATIONS g

4 Support asset prices & SENTIMENT \ i l

BANK LENDING ~
Loz

.- T
g
. )
r\ ¥
¥
%y /" GLOBAL

\ BOND PRICES ||

Rates up - prices down
Fates down —price up
\

Ratez down - lower \

—
DOLLAR STRENGTH

"\ Higher rates & safe haven /
\_ inflows strengthen
the U.S. dollar "

EFFECT ON ECONOMY/
MARKETS.
1 Positive / Supportive

¥ Negative / Restrictive
INFLUENCES

LIQUIDITY [ 5y } Mixed /Variable
\ ' o / \
EXPANSION tifSsaswauy ‘ & e | " FINANCIAL CONDITIONS L ‘W
| *=ean ( = 5 *
1 Higher prices Hussholie ki, | * W PR =¥ ’ R —
e 1 (Foolin pursiasiog \ Iivestos resctio poiy  / . — . —— | i i IG PICTURE
= s’ N /} Interest Rates « Cradit Availability + Risk Appetite e o::gnglwmh;emm\ y

4 Fed tightens policy o Liquidity - Asset Prices - Volatiity - __ benks,capital fiows, X P The Federal Reserve sots
INFLATION ; ~ T . commodity prices, - L SER the stance of poicy through
PRESSURE 4 Growh atrisk 3 ’ 4 ZE ates o iy,

1 Global reserve currency Lt L

4 Deep capital markets
1 Safe-haven demand

ab

BANKING TURMOIL nssn REPRICING
» Deposit outflows ‘Sharp repricing of
Funding stress stocks, bonds,
3 Solvency concemns real estate & credit

LIQUIDITY SQUEEZES } ( RISK & CONFIGENCE SHOCK
Higher funding costs | g A Risk aversion spikes e

JS&_ This shapes financial conditions,
jrﬁ asset prices, credit, and the
aconomy.

; Market liguidsty dries up Spending & investmant Y i L
DOLLAI 4 Trade & financial power ol peviemes Pl bk . ;
DOMINANCE
When stress builds, it can

r spread through the system.

1 Stress spreacs = CRIS[S MANAGEMENT & STAEILIZATION - l

4 Liguidity dries up

e el i e s T fooginieeh oy

 Teem Fundin
| c::f\’sssl e 1 Confidence flls -k iy ol ‘E‘;:;"“‘(:"lmg} 11 [QEA et Pwdmrs.] (Restore Confidence) support the recovery.
¥

v +
H
@ FINANCIAL STABILITY & ECONOMIC RECOVERY
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THE EVOLUTION
OF THE U.S. FINANCIAL SYSTEM

Resilience, Innovation, and New Sources of Systemic Risk

POST-CRISIS COVID-19 INFLATION SURGE &
FINANCIAL CRISIS REGULATION & EMERGENCY LIQUIDITY AGGRESSIVE RATE
& SYSTEMIC FRAGILITY LOW-RATE ERA EXPANSION HIKES
2020 2021-2023

2009-2019

: Stronger regulation Maseive fisal & v} Infation at mult-decade
ﬁ} Housing bubble burst (Dodd-Frank, Base! 1) monatary support C} highs
@ Leverage & bquidity freere Higher capital & ()) Fed balance sheet @ Fed raises rates.
liquidity standards * 7 expands sharply -~ aggressively
A Systemsic follres Stress testing & E}] Credit lows preserved ) Volabityin bonds
&markets

consume# protections

Higher funding casts
across economy

Jip: Sevee sconumic contrction

] foryield

2, Households & b
$ stablized

0]

KoreaBest | The American Newspaper

—> Capital & Liquidity Flow RESILIENCE AN INNOVATION
===% Innovation & Efficiency Suorgeriesthitons; @ [Eparisng dccsss
smarter infrastructure new capabilities

===% Risk & Vulnerability
---% Regulation & Oversight

SILICON VALLEY GROWTH OF PRIVATE FINTECH & DIGITAL CRYPTO & AI-DRIVEN FINANCE,
BANK EPISODE CREDIT & NONBANK PAYMENTS TOKENIZED RISK & AUTOMATION
MARCH 2023 FINANCE ACCELERATION FINANCE RISE ERA

2010s-PRESENT 2010s-PRESENT

2010s-PRESENT

PRESENT-FUTURE

Private credit fills ’E} Real-time payments Digital assets gain Alin underwriting,
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depasits gap left by banks maodemization mainstream attention trading & investing
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mismatch lending, special situations embedded firance 7 assets & funds & scenario analysis

Rapid policy resporse ,«i ternative asset () Open banking & APls ] Howmtaibutnctes Fraud detection &

limits contagion M and AP meges compliance automation

Focus on liquidity f} Less regulated, more Lower costs, greater @ Reguiatory clarity @ Productivity gains,

risk management O30 0 e or demand =1 access & convenience evohing new business models
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A MORE RESILIENT,

STRONGER DEEPER ‘GREATER ACCESS INNOVATION DIVERSIFICATION BINOVATVERAND SYSTEMIC LIQUIDITY & MARKET CYBER® REGULATORY
INSTITUTIONS MARKETS &INCLUSION AT SCALE OF FINANCE INCLUSIVE FINANCIAL FRAGILITY FUNDING RISK VOLATILITY OPERATIONAL ARBITRAGE
Higher capital, More sources Digitalfnance New technologies More providers SYSTEM Complex linkages Mismatches can Rates,credit & sk Uneven oversight
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