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THE SEMIANNUAL MONETARY POLICY
REPORT TO CONGRESS

TUESDAY, JUNE 16, 2020

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 10 a.m., remotely via WebEx, Hon. Mike
Crapo, Chairman of the Committee, presiding.

OPENING STATEMENT OF CHAIRMAN MIKE CRAPO

Chairman CRAPO. This hearing will come to order. This hearing
is another remote hearing by video.

A few videoconferencing reminders, you are probably all used to
these. Once you start speaking, there will be a slight delay before
you are displayed on screen. To minimize the background noise,
please click the mute button until it is your turn to speak or ask
questions.

If there is a technology issue, we will move to the next Senator
until that is resolved, and again, I remind all Senators that there
is a 5-minute clock that still applies, and it should be on your
screen.

At 30 seconds remaining, I will gently tap the gavel. I sometimes
forget to do that, but I am going to try to do that better today and
try to remind you that your time is almost expired.

To simplify the speaking order process, Senator Brown and I
have again agreed to go by seniority for this hearing.

Today Federal Reserve Chairman Jerome Powell will update the
Committee on monetary policy developments and the state of the
U.S. economy.

It has only been 4 months since the last Humphrey-Hawkins
hearing, but we are seeing a significantly different economy today,
one that has been racked by the physical and economic impact of
the COVID-19 pandemic and ensuing shutdowns.

Chairman Powell, you have stated that the Federal Reserve is
“strongly committed to using our tools to do whatever we can and
for as long as it takes to provide some relief and stability to ensure
the recovery is as strong as possible.”

Additionally, the Fed has purchased more than $2 trillion in
Treasury and mortgage securities since the pandemic sparked a
massive flight for safe, cash-like assets in mid-March. Because of
this, the Fed’s balance sheet has expanded to more than $7 trillion.

Congress, the Administration, and regulatory agencies have
taken extreme actions to protect and stabilize the infrastructure of
our economic system.
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The CARES Act has been central to that effort, and recent statis-
tics indicate our efforts are working. In fact, the Bureau of Labor
Statistics announced on June 5, encouraging signs for jobs and the
economy, that nonfarm payroll employment rose by 2.5 million in
May, and the unemployment rate declined to 13.3 percent.

According to the report, these improvements in the labor market
reflected a limited resumption of economic activity that had been
curtailed in March and April due to the coronavirus pandemic and
efforts to contain it.

Title IV of the Act provided a $500 billion infusion into the Ex-
change Stabilization Fund, up to $454 billion of which can be used
to support the Federal Reserve’s emergency lending facilities, such
as tllle Main Street Lending facilities and the Municipal Lending
Facility.

The Fed has set up facilities funded both under and outside of
the CARES Act, and there is evidence that the mere announcement
of some of those facilities has had a positive and stabilizing effect
on markets, even before they have become fully operational.

Although any positive effect of these facilities is welcome, getting
them fully operational ensures that they achieve their full effect.

The Federal Reserve announced positive changes to the term
sheets of the Main Street facilities that will allow additional small-
er and medium-sized businesses to access the facilities and an-
nounce that the facility is open for lender registration and have en-
couraged lenders to start lending as soon as possible. These are im-
portant first steps in the facilities becoming fully operational.

In addition to emergency lending facilities, the Fed can continue
to right-size regulations to increase lending and access to credit in
the economy.

In response to a letter that I sent to the Federal banking regu-
lators on April 8, Vice Chairman Quarles noted that “Congress
should consider modifying section 171 of the Dodd-Frank Act, the
Collins Amendment, to allow regulators to provide flexibility under
Tier 1 leverage requirements as banks respond to increased credit
demand.”

There are also several proposed rules that the agencies have
been working on since before COVID-19, and I encourage the agen-
cies to finalize these rules as soon as possible, such as the Volcker
covered funds rule and the inter-affiliate margin rule.

During this hearing, I look forward to hearing more on the state
of the economy, including its response to the CARES Act; an up-
date on the status of the 13(3) emergency lending facilities; how
the facilities have provided or stand to provide necessary credit to
households, businesses, States and local governments; and addi-
tional regulatory and legislative changes that can increase credit
and liquidity in the marketplace and further support the economy.

Chairman Powell, again, I thank you for joining us today.

Senator Brown.

OPENING STATEMENT OF SENATOR SHERROD BROWN

Senator BROWN. Thank you, Mr. Chairman, for holding this vir-
tual hearing. Thanks to Chair Powell, for participating in this
hearing remotely to practice social distancing and to prevent the
potential spread of coronavirus. We know the virus is still spread-
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ir;g.dlt is still taking the lives of hundreds of Americans every sin-
gle day.

Across the country, in big cities and small towns alike, Ameri-
cans are calling for their Government to respond to the health and
the economic impact of the pandemic. They are outraged over the
killings of Breonna Taylor, George Floyd, Ahmaud Arbery,
Rayshard Brooks, and so many other Black Americans. They are
demanding justice and an end to the systemic racism that pervades
every aspect of American society, including our economy.

Your job and our job on this Committee is to oversee our eco-
nomic system, to be good stewards of our economy. That requires
seeing our economy as it actually is. You are not overseeing some
theoretical academic model of a perfect market.

The evils of racism have been woven into the fabric of our Na-
tion’s history since its very beginning. Look at housing. We see how
it works, from Jim Crow to redlining to today’s OCC dismantling
an important civil rights law. We cannot rely on the market to sort
itself out. It never has and it never will.

We know Black workers earn less than their White peers who do
the same jobs and have the same education levels. We know Black
families are far less likely to own their homes than White families.
We know Black students borrow more and pay more for college. We
know Black retirees have less money for retirement and less
wealth to pass on to their children.

Many, Mr. Chairman, including some members of the House and
Senate, suggest, both in their statements and in their policies, that
Black Americans are uneducated, do not work hard, do not want
to start businesses or buy homes or save or invest. That is a false,
racist narrative.

The real reason behind the disparities is that we have centuries
of systematic oppression that denies Black Americans the oppor-
tunity to fully participate in our economy, and whenever we try to
fix it, the people who created or perpetuated that system, people
who have no problem intervening in the market to save corpora-
tions and the White men who run them say, “Oh no, we cannot
have Government meddling in the economy.”

Let us be clear. Government has always intervened in the econ-
omy. It has only been a question of who it is intervening on behalf
of. Corporations, the wealthy, the privileged, or the people who
make this country work? That contrast has probably never been
clearer than it is today.

Workers are the people who make this economy run. It is not the
CEOs and other to executives, but the people who stock our
shelves, deliver our packages, operate our subways and buses, and
care for our health. We have finally started calling these workers,
mostly women, disproportionately Black and brown workers. We
have finally started calling these workers what they are: “essen-
tial.”

But our companies and our Government have not started treat-
ing them that way. Even before the pandemic, this economy was
not working for working Americans. Our essential workers faced
barriers to housing and health care. Wages were stagnant, and
wealth inequality continued to rise. Corporations making record
profits rewarded their executives with huge bonuses and increased
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dividends and stock holdings, juiced by buybacks. They were not
using those record profits to pay their essential workers what they
are actually worth.

Now these same companies that have been lining the pockets of
their investors and executives, at the expense of their workers, now
want the Government to cushion the landing during this crisis.
And Congress asked the Treasury and the Federal Reserve to serve
as a life raft, to lend trillions of dollars to support our economy
during this unprecedented time.

But while Treasury and the Fed help financial markets and cor-
porations, you are not holding up the other end of the deal. We
asked you to make sure that working Americans remained em-
ployed and safe. Big corporations are staying afloat. Just look at
the stock market, but the number of Americans out of a job number
into the tens of millions.

We saw how this played out in the 2008 financial crisis. Govern-
ment intervened to help banks and corporations. They were all too
happy to take the bailouts. No complaints of Government handouts
there. In fact, it was considered patriotic.

But millions of Americans were left behind, losing their jobs,
their homes, getting paid less. Many of us fought for more help,
more stimulus for the people who make the economy work, and
Wall Street and its allies in Washington called that a bailout, Gov-
ernment meddling, market interference. History repeats itself.

As COVID-19 spread across the country earlier this year, many
workers, mostly Black and brown, found themselves thrown from
one crisis into the next.

As it currently stands, with no steps taken to actually ensure the
money they are lending goes to workers, Treasury and the Fed are
only reinforcing the inequities between workers and Wall Street
and between Black and brown Americans and White Americans.

Chair Powell, you said that Congress needs to do more to help
our State and local governments put money directly in people’s
pockets, and I agree. Democrats have a plan to get more help di-
rectly to working Americans, but Mitch McConnell is in no rush to
help people. He said he sees “no urgency,” his words, “no urgency.”

Leader McConnell and the Administration want to pretend like
we are not in the middle of a pandemic and an economic recession.
They want to force people back to work without real safety protec-
tions at the same low wages, while they shield their Wall Street
friends from liability if any of their workers get sick on the job.

We want people to go back to work too, of course, but they want
us to return to business as usual. We know what business as usual
means: Government intervention to put its thumb on the scale for
corporations and their wealthy shareholders and the free market
for everyone else. We cannot return to that business as usual.

The economy and justice are not separate issues. The Americans
who protest across the country are demanding more from their
Government. They want an end to police violence that take Black
lives with impunity. They want to know their voices are heard and
their votes will not be suppressed. They want economic security.
They want a safe place to live. They want a President who acts in
his citizens’ interest, not his own. They want to again have faith
in their Government.
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Congress and the Fed can help restore some of that trust. It is
clear the White House is not going to. Both of us, Congress and the
Fed alike, must take action now to support the workers who make
this economy run. That means providing help for immediate needs.
It means addressing systemic racism and economic injustice.

If we fail to act, it will hurt many people and will make inequal-
ity worse. The Fed can make sure companies that get bailed out
keep paying their workers, that companies stop stock buybacks and
dividends on Wall Street, and actually adopt policies that combat
inequality rather than supercharge it.

The Fed cannot lend to big businesses and leave workers behind
like we saw during the last crisis. We need to be better stewards
of the economy.

Chair Powell, I thank you for your service and your leadership.
I would urge you to redouble your efforts to make sure that you
and the thousands of talented men and women who work with you
are dedicated to taking steps to ensure that this economy works for
all Americans.

Thank you.

Chairman CraPO. Thank you, Senator Brown.

Chairman Powell, we will now move to you. Your full testimony
is a part of the record, and you may begin.

STATEMENT OF JEROME H. POWELL, CHAIRMAN, BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Mr. POoweELL. Thank you.

Chairman Crapo, Ranking Member Brown, and other Members
of the Committee, thank you for the opportunity to present the
Federal Reserve’s semiannual Monetary Policy Report.

Our country continues to face a difficult and challenging time, as
the pandemic is causing tremendous hardship here in the United
States and around the world. The coronavirus outbreak is, first and
foremost, a public health crisis. The most important response has
come from our health care workers, and on behalf of the Federal
Reserve, I want to express our sincere gratitude to these dedicated
individuals who put themselves at risk, day after day, in service to
others and to our Nation.

Beginning in mid-March, economic activity fell at an unprece-
dented speed in response to the outbreak of the virus and the
measures taken to control its spread. Even after the unexpectedly
positive May employment report, nearly 20 million jobs have been
lost on net since February, and the reported unemployment rate
has risen about 10 percentage points, to 13.3 percent. The decline
in real GDP this quarter is likely to be the most severe on record.
The burden of the downturn has not fallen equally on all Ameri-
cans. Instead, those least able to withstand the downturn have
been affected most. As discussed in the June Monetary Policy Re-
port, low-income households have experienced by far the sharpest
drop in employment, while job losses of African Americans, His-
panics, and women have been greater than that of other groups. If
not contained and reversed, the downturn could further widen gaps
in economic well-being that the long expansion had made some
progress in closing.
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Recently, some indicators have pointed to a stabilization and in
some areas a modest rebound in economic activity. With an easing
of restrictions on mobility and commerce and the extension of Fed-
eral loans and grants, some businesses are opening up, while stim-
ulus checks and unemployment benefits are supporting household
incomes and spending. As a result, employment moved higher in
May. That said, the levels of output and employment remain far
below their prepandemic levels, and significant uncertainty re-
mains about the timing and strength of the recovery. Much of that
economic uncertainty comes from uncertainty about the path of the
disease and the effects of measures to contain it. Until the public
iskci)nﬁdent that the disease is contained, a full recovery is un-
ikely.

Moreover, the longer the downturn lasts, the greater the poten-
tial for longer-term damage from permanent job loss and business
closures. Long periods of unemployment can erode workers’ skills
and hurt their future job prospects. Persistent unemployment can
also negate the gains made by many disadvantaged Americans dur-
ing the long expansion and as described to us at our Fed Listens
events. The pandemic is presenting acute risks to small businesses,
as discussed in the Monetary Policy Report at page 24. If a small-
or medium-sized business becomes insolvent because the economy
recovers too slowly, we lose more than just that business. These
businesses are the heart of our economy and often embody the
work of generations.

With weak demand and large price declines for some goods and
services such as apparel, gasoline, air travel, and hotels, consumer
price inflation has dropped noticeably in recent months, but indica-
tors of longer-term inflation expectations have been fairly steady.
As output stabilizes and the recovery moves ahead, inflation should
stabilize and then gradually move back up over time closer to our
symmetric 2 percent objective. Inflation is nonetheless likely to re-
main below our objective for some time.

The Fed’s response to this extraordinary period is guided by our
mandate to promote maximum employment and stable prices for
the American people, along with our responsibilities to promote the
stability of the financial system. We are committed to using our full
range of tools to support the economy in this challenging time.

In March, we quickly lowered the policy interest rate to near
zero, reflecting the effects of COVID-19 on economic activity, em-
ployment, and inflation, and the heightened risks to the outlook.
We expect to maintain interest rates at this level until we are con-
fident that the economy has weathered recent events and is on
track to achieve our maximum employment and price-stability
goals.

We have also been taking broad and forceful actions to support
the flow of credit in the economy. Since March, we have been pur-
chasing sizable quantities of Treasury securities and agency mort-
gage-backed securities in order to support the smooth functioning
of these markets, which are vital to the flow of credit in the econ-
omy. As described in the Monetary Policy Report, these purchases
have helped restore orderly market conditions and have fostered
more accommodative financial conditions. As market functioning
has improved since the strains experienced in March, we have
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gradually reduced the pace of these purchases. To sustain smooth
market functioning and thereby foster the effective transmission of
monetary policy to broader financial conditions, we will increase
our holdings of Treasury securities and agency MBS coming
months at least at the current pace. We will closely monitor devel-
opments and are prepared to adjust our plans as appropriate to
support our goals.

To provide stability to the financial system and support the flow
of credit to households, businesses, and State and local govern-
ments, the Fed, with the approval of the Secretary of the Treasury,
established 11 credit and liquidity facilities under section 13(3) of
the Federal Reserve Act.

The report provides details on these facilities, which fall into two
broad categories: stabilizing short-term funding markets and pro-
viding more direct support for credit across the economy.

To help stabilize short-term funding markets, the Fed set up the
Commercial Paper Funding Facility and the Money Market Liquid-
ity Facility to stem outflows from prime money market funds.

The Fed also established the Primary Dealer Credit Facility,
which provides loans against good collateral to primary dealers
that are critical intermediaries in short-term funding markets.

To more directly support the flow of credit to households, busi-
nesses, and State and local governments, we established a number
of facilities. To support the small business sector, we established
the Paycheck Protection Program Liquidity Facility in order to bol-
ster the effectiveness of the CARES Act Paycheck Protection Pro-
gram.

Our Main Street Lending Program, which has launched this
week, supports lending to both small- and mid-sized businesses.
The Term Asset-Backed Securities Loan Facility, or TALF, sup-
ports lending to both businesses and consumers.

To support the employment and spending of investment-grade
businesses, we established two corporate credit facilities, and to
help U.S. State and local governments manage cash-flow pressures
and serve their communities, we set up the Municipal Liquidity Fa-
cility.

The tools that we are using under Section 13(3) authority are ap-
propriately reserved for times of emergency. When this crisis is be-
hind us, we will put them away. In the June Monetary Policy Re-
pﬁrt, we review the implications of these tools for the Fed’s balance
sheet.

Many of these facilities have been supported by funding from the
CARES Act, and we will be disclosing on a monthly basis, names
and details of participants in each such facility; amounts borrowed
and interest rate charged; and overall costs, revenues, and fees for
each facility. We embrace our responsibility to the American people
to be as transparent as possible, and we appreciate that the need
for transparency is heightened when we are called upon to use our
emergency powers.

We recognize that our actions are only part of a broader public-
sector response. Congress’ passage of the CARES Act was critical
in enabling the Fed and the Treasury Department to establish
many of the lending programs. The CARES Act and other legisla-
tion provide direct help to people, businesses, and communities.
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This direct support can make a critical difference not just in help-
ing families and businesses in a time of need but also in limiting
long-lasting damage to our economy.

I want to end by acknowledging the tragic events that have
again put a spotlight on the pain of racial injustice in this country.
The Fed serves the entire Nation. We operate in and are part of
many of the communities across the country where Americans are
grappling with and expressing themselves on issues of racial equal-
ity. I speak for my colleagues throughout the Federal Reserve Sys-
tem when I say there is no place at the Fed for racism and there
should be no place for it in our society. Everyone deserves the op-
portunity to participate fully in our society and in our economy.

We understand that our work touches communities, families, and
businesses across the Nation, and everything we do is in service to
our public mission. We are committed to using our full range of
tools to support the economy and to help assure that the recovery
from this difficult period will be as robust as possible. Thank you.

Chairman CRAPO. Thank you, Chairman Powell.

Last week, the Fed announced positive changes to increase ac-
cess of the Municipal Facility and the Main Street Facilities, and
yesterday the Federal Reserve announced that the Main Street
Lending Program opened for lender registration and requested
feedback on loan terms for nonprofit organizations.

Can you provide me a timeline for when the Main Street Facili-
ties, the Municipal Facility, and the nonprofit loans will be fully
operational?

Mr. POWELL. Sure. The Municipal Liquidity Facility is up and
operating. It is available to be approached by the eligible municipal
entitles, and so far, we have done one financing and we are open
to others. So that facility is fully open.

As you mentioned, Mr. Chairman, the Main Street Lending Pro-
gram opened for lender registration yesterday. We expect that proc-
ess to take a couple of days, and we encourage lenders who have
completed that process to begin immediately making loans to eligi-
ble borrowers. And we expect and hope that will happen.

Then I would say in a week or so, the Main Street Lending Pro-
gram itself will be available to purchase 95 percent interest in
those loans. So that is effectively up and running now.

In terms of nonprofits, what we did, as you saw yesterday, was
to put out a proposal to include nonprofits in the Main Street Facil-
ity, and we have asked for comment on it. There are two facilities
in the nonprofit part of Main Street that have essentially the same
terms as the for-profit part of Main Street, but the requirements
to be an eligible borrower are different and are more tailored to the
financial characteristics of nonprofits, the ratio of liquid assets to
debt, the amount of liquidity on hand, the operating statistics of
the nonprofit.

So this is something we are very much looking forward to getting
feedback from the public on, and when we turn that around, it will
take some time to get it right, but I expect we will move pretty ex-
peditiously on it over the next month or so.

Chairman CraAPO. All right. Thank you. I appreciate your atten-
tion to these. Obviously, these are very critical, and I hope to see
them moving aggressively as quickly as possible.
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I would like to turn to the economy itself right now. You have
made some comments in recent days. On June 10th, the Fed re-
leased economic projections of the Federal Reserve Board members
and the Federal Reserve Bank presidents under their individual
assessments of the projected monetary policy.

Most of the Fed’s economic projections forecast the unemploy-
ment rate falling to around 9 or 10 percent later this year from a
high of 14.7 percent in April. Could you just elaborate a bit on your
projections for what the economic outlook is right now, and could
you take into consideration whether there is a differential between
the short-term outlook versus the longer-term outlook and how you
approach this?

Mr. POwELL. Yeah. So I think it is—to me, anyway, it is helpful
to think of it in sort of three stages. The first stage was the shut-
down, and we have seen what that would produce, which is very
sharp declines in economic activity and very large increases in un-
employment. And that was Q2, and we may be reaching a bottom
on that now.

After that, it is reasonable to expect—and this does assume, by
the way—all of this assumes that the virus remains reasonably
well under control and does not experience an event where the
virus rises widely across the Nation. Let us just assume that does
not happen. OK. So the first part is the shutdown.

The second part will be the bounce back, and you should see dur-
ing that period, the economy opening, stores opening, all kinds of
different economic entities opening, and people going back to work.
We are seeing apparently the beginning of that with the employ-
ment report, and we would expect to see large numbers of people
during this period coming back to work during this second period
of—call it the “bounce back” or the beginning of the recovery.

Then we think and I think most, if not all, forecasters think that
will leave us well short of where we were in February, full employ-
ment with the economy really working broadly across all of its
areas, and the reason for that is just that there are parts of the
economy that will struggle to return to their old ways of activity
because they involve getting people together closely in large
groups. So it is going to take some time to rebuild confidence and
that kind of thing. So those are the three stages I would see.

Right now, we seem to be in the beginning. We may be in the
beginning of that second stage, and I would say this morning’s re-
tail sales number is more evidence that, first of all, the legislation
that you passed, both the PPP and the unemployment insurance
and the checks that were sent out, all of that is supporting demand
and reopening and economic activity, including retail sales. We had
quite a positive report this morning on retail sales.

But I would say the path—the last thing I will say it is all quite
uncertain, but we appear to be entering that second phase of the
economy reopening and businesses reopening and spending increas-
ing.

Chairman CRAPO. All right. Thank you. My time has expired.

Senator Brown.

Senator BROWN. Thank you, Mr. Chairman.

Chair Powell, thank you for your comments at the end of your
remarks about racism. I appreciate that. I think we all do.
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A prominent Black economist and professor of economics at How-
ard, William Spriggs, recently wrote a letter criticizing how most
economists treat race in their models and assumptions. We pro-
vided?that letter for you yesterday. Have you had a chance to read
it yet?

Mr. PoweLL. I did, yes.

Senator BROWN.Good. Thank you.

Do you think in this letter, for those watching, he makes the
point that many economic outcomes are the direct result of racism?
Yet we hear from so many other economists and policymakers that
racial disparities and economic outcomes are explained by other
factors, education, for example, but we know that Black Americans
even with the same levels or better levels of education as their
White peers still make less money at the same jobs.

Do you think Dr. Spriggs is correct that the U.S. has failed to
grapple with the fact that much of the economic inequality is a di-
rect result of institutional racism?

Mr. POWELL. Let me say that Professor Spriggs, Bill Spriggs, is
a well-known scholar who has really built his career around issues
of economic justice. He is somebody who is very well known and
widely liked and admired here at the Federal Reserve. we actually
have a relationship that we highly value with Howard University,
their Economic Department.

So I will just say a couple things. First, the economics discipline,
like every other aspect of our society, does have a troubled history
when it comes to issues of race inequality, and his letter, as I read
it, really calls on the profession to examine whether systemic rac-
ism is reflected in the empirical work of economists. And it is par-
ticularly in an area called “stratification economics,” which he re-
fers to, which is a relatively new subfield in economics which fo-
cuses on the failure of conventional economics to recognize and ex-
plain persistent racial inequality. So that is really what the letter
is about.

I think it is thought-provoking, and I would just agree that there
is a lot of work left to do, both in the economics profession on these
]iossues and I hope recent events are pushing all of us to try to do

etter.

Senator BROWN. Thanks for that thoughtful response.

As Chair of the Federal Reserve, you lead the most influential
economic institution in the United States, of course. Would you
commit to us to a thoughtful and open-minded study of how the
Fed’s policies, whether with regard to monetary policy or the Fed’s
failure to regulate subprime lending on the various assumptions
underlying our systems contribute to systematic racism in our
country? Would you commit to a thoughtful and open-ended and
open-minded study of doing that with us?

Mr. POwELL. You know, I will take that away and think about
it and talk to my colleagues about it and come back to you. Before
we commit to a big study, I want to carefully think about it.

As you know, as an institution, we are very focused on diversity
and inclusion, and we try to make that a very, very high principle
for us here at the Fed. And we do consider racial disparities and
things like that as a routine matter in our work now.

Let me talk to my colleagues and come back to you on that.
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Senator BROWN. Well, one of the reasons I voted for your con-
firmation for chair was that when you were—before you were chair,
but you were a Governor of the Fed, that you helped to lead the
way on dealing with issues of race. The Fed has a long way to go.
We all have a long way to go, but thank you for that.

Let me talk about somebody else at the Fed, the president of the
Atlanta Fed, Raphael Bostic. As you know, the first and amazingly
still the only ever African American Federal Reserve Bank presi-
dent in the Fed’s history of 10 decades. He recently stated that
many Americans endure the burden of unjust, exploitative, and
abusive treatment by institutions in this country. He is calling for
the Fed to help reduce social inequities and bring about a more in-
clusive economy.

Would you say, Mr. Chairman, is the Fed one of the institutions
responsible for the unequal outcomes Black and brown workers
face in this country?

Mr. POWELL. First, let me say I do recommend President Bostic’s
message that he put up on the Atlanta Fed’s website. It is really
excellent and very well said.

Are we responsible? I would sort of answer the question this way.
There is no doubt more that all of us can do to address these
issues, and this feels like a time when people are going to be look-
ing for ways to do more. And we certainly are going to be doing
that.

Senator BROWN. So have you talked to Dr. Bostic about whether
he was suggesting the Fed now or is at some time unjust, exploita-
tive, or abusive to institutions? Have you had these conversations
personally with him?

Mr. PowELL. I have not spoken to him since he published that
message. I did send him an email thanking him for it.

Senator BROWN. Implicit in its comments and your response is
the Fed can do better, so thank you.

What are you doing to make sure the Fed’s response does not
make the existing inequality in this country even worse?

Mr. PoweLL. What we learned during the last long expansion is
that a tight job market is probably the best single thing that the
Fed can do to support gains by all low- and moderate-income com-
munities and particularly for minority communities who are heav-
ily represented in these groups.

We saw in the last couple of years, before the coronavirus ar-
rived, that wage increases were the largest for people at the low
end of the income spectrum, and we also met with many, many
groups and people in low- and moderate-income communities as
part of our Fed Listens events, as part of our long-standing meet-
ings we have with people. What we heard over and over again was
“This is the best labor market we have seen in our lifetime. Please
do not change what you are doing. This is really working.”

So we are all highly motivated to get back to that. Everything
we are doing is to try to get the labor market back to where it was
in February of 2020. We want to get back to a tight labor market.

We learned that inflation did not move up really noticeably at all
with almost 2 years of unemployment between 3.5 to 4 percent, and
we learned that there were tremendous benefits to those commu-
nities but also to the country, because we were pulling people into
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the labor force. The labor force participation rate was going up.
That is what we can contribute as well as all the other things we
do.

We try to model diversity and inclusion. We try to model those
values, but we are very focused on maximum employment and get-
ting back there as fast as we can.

Senator BROWN. Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Senator Shelby.

Senator SHELBY. Thank you, Chairman Crapo.

Chairman Powell? Chairman Powell?

Is he on?

Mr. POWELL. Yes, I am on, Senator?

Senator SHELBY. OK. I would like to pick up on what Senator
Crapo was into earlier, and that is the economy and how it is
going. I think you are spot on as far as a lot of it is predicated on
how we contain or the coronavirus is contained, where it goes and
so forth, because that is what is on people’s minds.

But a lot of people now are wanting to go back to work. I see a
little more activity. We saw the jobs report we all referred to. Do
you see in your models or your forecast, the next month’s jobs re-
port being up or a little down or about the same, or is it going to
be progress all along, including the third quarter? Have you got
models on that?

Mr. POWELL. Yes. I would start by saying that there is a tremen-
dous amount of volatility in the labor market reports month to
month. So they will move around even if the economy is not really
moving around. They will move around just because it is a survey,
and I think it is particularly difficult to conduct a survey when you
cannot really do it in person.

Senator SHELBY. Absolutely.

Mr. POweLL. But with that caveat, the answer to your question
really is that, yes, I think our expectation generally and the expec-
tation of other forecasters is that we will now see unemployment
decline and employment increase, and that is just a function of lift-
ing the social distancing measures, the shutdown, and moving back
in large parts of the economy to reopened businesses and resump-
tion of normal business activities.

That should result in a significant amount of job gains and an
increase in activity from where we were at the beginning, but it
will leave us well short of where we were.

Senator SHELBY. But it is all predicated on us containing the
coronavirus, it not coming back or at least that strong, is it not?

Mr. PoweLL. Yes. I think the public wants to have con-
fidence——

Senator SHELBY. Absolutely.

Mr. POWELL. to be able to return to these kinds of activities.
In fact, I think the return to investments that create that con-
fidence will be extremely high from an economic standpoint.

Senator SHELBY. I would like to now shift to the balance sheet
of the Fed. You have been on the Fed a number of years, and you
have been an investor in past life and so forth. Does it bother you
as the Fed Chairman to see that the balance sheet has grown so
fast?
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I know these extraordinary times. We have got to have extraor-
dinary measures, but to de-leverage the balance sheet as it is grow-
ing and probably continue to grow, it is going to be a thing for the
future. But it is going to be a real challenge for somebody, is it not?

Mr. PowELL. Well, so, first, I do not think that the balance sheet
at anything like its current size presents any real threat to either
inflation or to financial stability.

Senator SHELBY. Currently.

Mr. POWELL. Currently.

Our principle is we do not want the balance sheet to be any big-
ger than it needs to be for us to do our job, to achieve maximum
employment and price stability. So I am not concerned about the
balance sheet and the plans I see for it going forward at this point.

Over time, I think what we did learn—and I was here for the
whole last cycle of the balance sheet—first, the last QE and then
the decline in the balance sheet. I think it is just something that
has to be taken very carefully and very slowly. And it is not some-
thing we are thinking about now. We are not at all thinking
about—what we are thinking about now is providing the accommo-
dation that this economy needs for as long as it needs it. That is
all we are thinking about.

When the time comes—what we did from 2014, as you will recall,
2014 to 2017, we just froze the size of the balance sheet, and as
the economy grows, the balance sheet shrinks as a percent of the
economy. So that is a very passive way that—and that did not
cause any reaction in the market. I think there have been market
reactions when we try to actually shrink the size of the balance
sheet.

Senator SHELBY. Thank you.

Mr. POwWELL. Thank you, Senator.

Chairman CraPO. Thank you.

Senator Reed.

Senator REED. Thank you very much, Mr. Chairman, and thank
you, Chairman Powell, not only for your testimony, but for your in-
novative and, I think, very thoughtful leadership and also for your
personal integrity and decency. So thank you very much for that.

If State and local governments are not able to provide essential
services, what impact will this have on the economy, and without
additional resources from the Federal Government, how will they
be able to provide these adequate services?

Mr. POWELL. So State and local governments do provide a lot of
the critical services that people rely on day to day, police, fire, pub-
lic safety, all of the things that they deal with day to day that the
Government does tend to provide for the most part by State and
local governments, and essentially, all the States have a balanced
budget requirement. So what you see when revenues turn down
and expenses turn up, as they have, is you see layoffs.

State and local governments amount to something like 13 per-
cent of the labor force. They are one of the largest employers. So
it can really weigh on the economy.

If the States are in tight financial straights, very tight, what
happens is, first of all, they will cut essential services. Second, they
will lay people off, and all of that will weigh on the economy.



14

Senator REED. So, essentially, that could be the biggest drag on
the economy going forward, the States being forced by their con-
stitutions to contract, literally. That is a view that is a fair view?

Mr. POWELL. It can be a drag, and in fact, it was after the global
financial crisis and during the Great Recession for a number of
years. It is pretty well documented now that it was a drag on
growth.

Senator REED. Now, one of the other issues—and Senator Brown
has just echoed this—is that, looking at statistics, 14 percent of
State and local employees are African American. That is compared
to 11.7 percent in the private workforce.

So, once again, we will see a situation institutionally, maybe not
intentionally, institutionally that probably the bulk or a significant
portion of this distress will be laid on the shoulders of African
American workers because they are the State workers that will be
laid off. Is that adequate or accurate, I should say?

Mr. POWELL. I do not know the exact number, but it is certainly
right. And, of course, we know that people who have lost their jobs
so far in the private sector come from parts of the service industry
that are directly affected by the coronavirus, and they are heavily
lower-income people. Minorities are overrepresented. Women are
overrepresented.

Senator REED. Let me turn to the May jobs report. I mean, it
was encouraging, but did it represent a turning of the corner, that
the labor market is fine, that we are going to go forward?

I think your previous comments suggested that is encouraging
news, but going forward, still significant unemployment figures will
be confronting us for years, perhaps. Is that accurate?

Mr. PoweLL. Yes. Look, it was definitely, definitely good news
and maybe the biggest data surprise that anybody can remember.
People thought it would be. They were looking at the claims data
and other things.

But the larger context, though, as you point out, is something
like close to 25 million people have been displaced in the workforce,
either partially or through unemployment, and so we have a long
road ahead of us to get those people back to work.

It is really a good thing that we are starting. We are starting
earlier than we thought. That is nothing but a positive thing, but
we just have to just acknowledge that it is a lot of people.

As I mentioned earlier, there is a broad expectation that we will
see big numbers of people coming back this summer. We certainly
hope that turns out to be right, but also that those people who
work in those service industries that are going to take longer to re-
cover, there will be a lot of them. And they will find it hard to get
back to work as quickly as the others.

Senator REED. One of my concerns in having served through the
Great Recession of 2008, 09, and ’10, is that unemployment rates
will stay high and our unemployment extended benefits will expire,
and in fact, what happens, as you know, in different areas of the
country, they will lag. And so you could have States that have very
high unemployment rates.

The point of my comments are we do need, in your view, to have
extended unemployment benefits, much greater than the present
law allows, and also, would it make sense to index those benefits
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to a certain unemployment rate so that we do not find certain
States or certain areas who are well behind and they lose their
benefits?

Mr. POWELL. So I think there is going to be a large number of
people who will not be able to immediately go back to work at their
old job or even in their old industry. There will be a significant
group that is left over even after we get the employment bounce,
and the details of this are entirely a matter of fiscal policy.

There are a lot of really interesting ideas bouncing around about
how to do that, but I do think they will be hard pressed to find
work. And they are going to need support. They will have regular
State unemployment insurance for a period. I would be looking at
what kind of support will they need. And also, really, some of them
are going to need to find new paths through the economy. Are
there ways we can help them do that?

Senator REED. Thank you, Mr. Chairman.

Thank you, Chairman Crapo.

Chairman CRAPO. Thank you.

Senator Toomey.

Senator TOOMEY. Thank you, Mr. Chairman.

Good morning, Chairman Powell. Thanks for joining us.

I do want to stress how encouraging the recent economic data
has been actually for a little while now. We had a tremendous in-
crease in personal income in the month of April, which is not ter-
ribly surprising, but the May employment number was very sur-
prising and very encouraging. Retail sales today was really good
news.

So I am not for a minute suggesting that we are out of the
woods, but the anecdotal evidence has been very, very encouraging.
And I would just remind my colleagues, there is no such thing as
a free lunch, and we have authorized several trillion dollars of Gov-
ernment spending in a variety of ways. And much of it has not yet
even been spent. So I think we should be very, very careful in eval-
uating what is necessary before we go forward.

Mr. Chairman, I want to talk about corporate bond buying be-
cause when we put together the CARES Act, the concept of funding
SPVs so that they could go out and buy corporate bonds, whether
through ETFs or whether through a new Fed-created index or di-
rectly, there were always two reasons for having this capacity. One
was to ensure the smooth functioning of the markets, and for that,
the mere existence of these programs has been remarkably success-
ful. We have seen record volumes of corporate debt issuance. Clear-
ly, the corporate bond market is functioning and functioning very,
very well.

The second possibility was to provide liquidity to a company that
is fundamentally solvent but facing a serious liquidity problem be-
cause of the nature of the moment.

It seems to me that continuing broad-based corporate buying of
bonds now and including setting up yet a new index for doing so
does not serve either of those purposes. Those needs are being met,
and I worry that it starts to look at lot like fiscal policy or it starts
to look a lot like the goal is to lower spreads, despite the fact that
nominal rates are incredibly low.
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And it certainly seems to me that this kind of activity at a time
when the markets are already functioning smoothly and we are not
addressing individual borrower needs but rather making these
broad-based purchases, we run the risk that we diminish price sig-
nals that we get from the corporate bond market, which can be ex-
tremely important in enabling us to detect problems.

So I am wondering why we need to be continuing a broad-based
corporate bond buying program now, and what is the exit strategy
on this?

Mr. POWELL. So I certainly hope it does not have those negative
effects you mentioned.

So this is something we said we would do at the beginning, and
you pointed out that markets reacted very strongly to the an-
nouncement. That is because they believe that we will do what we
say we are going to do.

So one reason—I would not say it is the main reason. One reason
is, though, we feel that we need to follow through and do what we
said we were going to do so that

Senator TOOMEY. Can I just—on that, my impression had always
been that it was a contingent thing, that this would be there as
needed and would be used as needed, but if it is not needed, it is
not clear to me that you have to use it anyway to show that you
are willing to use it. I do not think anybody doubts your willing-
ness to use it.

Mr. POWELL. We are not actually increasing the dollar volume of
things we are buying. We are just shifting away from ETFs toward
this other form of index, and as we have said—and if you look at
the FAQs, frequently asked questions, we published associated
with this change, it is really going to depend on the level of market
function. If market function continues to improve, then we are
happy to slow or even stop the purchases. If it goes the other way,
we will increase the purchases.

Senator TOOMEY. Is there a problem with market functioning
now in the corporate bond market?

Mr. PoweLL. Market function has improved really substantially,
and that is why you see very little demand; in fact, so far, no de-
mand at the primary market facility. We originally thought that
was where the demand would show up.

So it was out of an excess of caution to preserve these gains for
market functioning by following through, and I do not see us as
wanting to run through the bond market like an elephant doing
things and snuffing out price signals and things like that. We want
to be there—if things turn bad in the economy or if things go in
a negative direction, we want to make sure that we are there.

Also, with the ETFs, remember it is a very small part of the mar-
ket. The actual bonds give us a better purchase, should we need
it. We clearly do not need it now.

Senator TOOMEY. That is my real point. I get the argument for
creating a broader index than a given ETF, but it is not clear to
me that that needs to be intervening actively in the corporate bond
market right now.

But let me move on to another issue. Last week, my under-
standing is you suggested that the Fed might be considering
whether to adopt yield targets, which really means—Ilet us face it.
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That means yield caps. I wanted to discuss that a little bit. I am
very concerned about that.

First of all, the idea of manipulating Treasury yields to keep
them lower than they otherwise would be involves lots of potential
problems. It is clearly picking borrowers over lenders. It creates
problems for insurance funds and pension funds, distorts price sig-
naling, and I do not know how you would get out of that.

So do you have any more thoughts on the idea of establishing
yield targets on the Treasury curve?

Mr. POWELL. Sure. So this is something that we have never
done—actually, that is not true. We did it during—after World War
II and into the—during World War II and into the early '50s. We
have not done it in the modern era. A couple of central banks—
Bank of Japan, the Reserve Bank of Australia—have done it. So it
is a tool other central banks have chosen to use now.

And what we did at the last meeting was just brief people up on
the history of it and really how it works so that people understand
the technology and that sort of thing.

We have made absolutely no decision to go forward on it, as you
have seen some of my colleagues have given speeches lately, rais-
ing questions about it. So it is not a decision that we have made.

The sense of it is that if the market—if rates were to move up
a lot for whatever reason and we wanted to keep them low to keep
monetary policy accommodative, you might think about using it,
not on the whole curve, but on some part of the curve. And it is
not a decision that we have made. It is sort of an early stage thing
we are evaluating.

Senator TOOMEY. Thank you.

Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Senator Menendez.

Senator MENENDEZ. Thank you, Mr. Chairman.

The tragic deaths of George Floyd, Breonna Taylor, and
Rayshard Brooks have galvanized millions across the Nation to
stand up and peacefully march in protest against systemic racism,
inequality, and injustice that has plagued our country since its
founding. Minority communities have suffered systemic racial, so-
cial, and economic indignity, also being disproportionately impacted
by the other crisis gripping our Nation, which is the COVID-19
pandemic.

Chair Powell, will there be a long-term negative economic impact
if 40 percent of Black-owned small businesses permanently shut
their doors as a result of the coronavirus pandemic?

Mr. POwELL. Well, small businesses are under a lot of pressure,
and the answer to your question would be yes. Certainly, those are
important businesses in our communities.

Senator MENENDEZ. Will there be a long-term negative economic
impact if 44 percent of Black households and 41 percent of Latino
households are unable to make their next rent payment and are
evicted?

Mr. POWELL. Evictions and foreclosures and things like that can
be very bad, not just for the individuals involved, but they can—
they are very bad for the individuals involved, but also they can
certainly weigh on economic activity as well.



18

Senator MENENDEZ. Will there be a long-term negative economic
impact if African American and Hispanic families’ wealth, which is
currently eight to 10 times smaller than the medium net worth of
White families, is further depleted?

Mr. POWELL. I would say there would.

Senator MENENDEZ. Considering the long-term economic impacts
of the racial disparities exacerbated by COVID-19 pandemic, what
are the consequences of Congress failing to account for these per-
nicious racial disparities in the next COVID-19 relief bill? Would
the economy be better off if Congress took action to mitigate these
inequalities in COVID relief legislation?

Mr. POWELL. Senator, I just would say fiscal policy is really for
you, and I do think what you have done so far has been by far the
largest of any fiscal response. And I think it is really—you are
starting to see that in some of the economic numbers we are see-
ing.

Senator MENENDEZ. Well, I appreciate that.

My point that I am driving at here is that we cannot ignore the
reality that when one segment of our society, African Americans
and Hispanics, disproportionately affected by COVID, dispropor-
tionately affected in their income, disproportionately affected in
their business potential closures—you cannot have that whole seg-
ment of the economy ultimately doing so worse than everybody else
and believe that the economy is going to do well when you look at
the population that they have.

So it certainly cries out for all of us—for the Fed, the Congress—
to be dealing with these realities, not just in terms of justice, but
in terms of the national interest as well.

Let me turn to another question. As our country navigates this
economic crisis that flows from the pandemic, I hope we remember
the lessons we have learned from past downturns. One of the most
obvious lessons we learned during the Great Recession is that cuts
to the State and local sector make recessions deeper, delay eco-
nomic recovery, and are completely preventable if Congress pro-
vides relief.

Chair Powell, is it not true that according to the Federal Reserve
inflation adjusted data, State and local investments continue to fall
for a full 5 years after the recession officially ended in June of
2009?

Mr. POowEeLL. I do not know that number, but I would not doubt
it, Senator.

Senator MENENDEZ. I can commend it to you because I looked it
up.
Is it not also true that Fed researchers found that State and local
austerity adopted after the Great Recession was a drag on eco-
nomic growth for 23 out of 26 quarters between 2008 and mid-
2014, and that without that austerity, GDP would have been
roughly 3.5 percent larger by the end of 2015?

Mr. POWELL. I know the finding. I cannot swear to those num-
bers. I will take your word for it.

Senator MENENDEZ. OK. Well, I commend them to you, and if
you could send me back an answer in writing, I would appreciate
it.
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Did not State and local governments cut more than 750,000 jobs
after the Great Recession?

Mr. POWELL. Yes. And they did not hire. The other thing is they
did not do much hiring for quite a long time.

Senator MENENDEZ. So that is exactly where we are at right now.
And given that current budget projections are far worse than even
during the Great Recession, is it not fair to say that unless Con-
gress provides Federal assistance to State and local governments to
stem the shortfalls that it will be significantly worse than they
were during the Great Recession?

Mr. POWELL. I think there are already a million and a half lay-
offs, most of which are at State and local governments.

Senator MENENDEZ. Well, the Bureau of Labor Statistics solicited
nearly a million layoffs so far. Moody’s Analytics says that you
need the $500 billion that Senator Cassidy and I and along with
other colleagues have recommended for State and local govern-
ments. The absence of that, of any of that type of assistance, it
means 6 to 8 million more public service jobs.

And it would be the irony of the pandemic that those who we
need the most—police, firefighters, paramedics, health care profes-
sionals—during the course of the pandemic and maybe a rebound
would be the ones who would lose their jobs. So I hope that the
Congress does respond.

Thank you very much.

Chairman CraPO. Thank you.

Senator Cotton.

Senator COTTON. Thank you, Mr. Chairman.

Thank you, Chairman Powell, for joining us today.

We spoke a couple of times last month about giving more compa-
nies access to the Fed’s primary market corporate credit facility by
allowing the Fed to purchase debt rated by the National Associa-
tion of Insurance Commissioners, or NAIC.

It is very expensive for a company to get rated as an issuer by
one of the public ratings firms like S&P and Moody’s, but at the
moment, only companies that can afford that expensive and some-
times cumbersome process can access the primary market facility
or indirectly access the secondary market facility. But there are
many companies that issue investment-grade debt that has been
rated by NAIC, and the Fed could purchase debt rated 1 or 2 by
NAIC without sacrificing in credit quality.

Chairman Powell, in May when we spoke about this issue, you
had said that “We,” meaning you and Secretary Mnuchin, “were
working on the problem.” Can you give us an update on where that
work is and whether the Fed is going to allow NAIC-issued debt
to be bought using these credit facilities?

Mr. POWELL. Sure. So we did open up the ratings to three addi-
tional firms that had significant business in particular sectors. So
it is not just the three majors. It is three others who were also con-
sidered majors for some purposes. But we understand that does
leave some companies that do not have a rating. As we open these
facilities that are just in the process of opening, we are looking for
an answer there.

NAIC, of course, is not an NRSRO, and it has not traditionally
been used in this way. So we are looking at some options for what



20

to do there. I wish I could tell you we had an answer yet, but we
are working on it.

Senator COTTON. So you have not opened it yet, but you have not
foreclosed the possibility of trying to find some solution for this
challenge?

Mr. POWELL. No. We are still looking for a solution. Yes.
hSeOnator COTTON. Any kind of timeframe that you can put on
that?

Mr. PoweLL. Well, we actually talked about it yesterday. So we
are working on it. I think soon, let us say.

Senator COTTON. I just want to stress again that there are doz-
ens of companies that had very strong balance sheets and employ
tens of thousands of people across all of our States who for one rea-
son or another choose not to go to a public rating agency but are
in many ways in the same position as a publicly traded company
who would use these facilities, and I really hope that the Federal
Reserve and the Treasury can find a way to treat everyone in an
equitable fashion and protect as many of those jobs as possible as
we trylto open up our economy and get back to something more like
normal.

Mr. Chairman, I think I will yield back the balance of my time
now because I know we have a lot of people in the queue for ques-
tions.

Chairman CRAPO. Thank you, Senator Cotton.

Senator Tester.

Senator TESTER. Well, thank you, Chairman Crapo and Ranking
Member Brown.

I want to thank you, Chairman Powell, for your good work. I
very much appreciate your steady hand at the wheel.

I want to step back a little bit. The unemployment rate right now
is 13.3 percent. I believe that is correct. Just nod your head if it
is.

Yes, that is good.

And refresh my memory. At the peak of the Great Recession
when folks were bouncing off the walls around here because of the
total worldwide financial meltdown, potentially, we were at 10.6
percent, right?

Mr. POWELL. Something like that, yeah. It was in the 10.

Senator TESTER. If you consider the fact that has been pointed
out several times during this hearing that the low-wage workers
are the ones that are really severely impacted—and I think you
pointed it out in your testimony. And since we have got a lot of
poverty in rural America, can you just give me a quick assessment
if the program that the Fed is doing is working in the areas that
it is really needed? And look, it is needed across the country, of
course, for the 13.3 percent, and that may be a very conservative
figure, by the way. And you know that. But with unemployment
where it is at, it is needed everywhere, but are we getting it to
rural America?

Mr. PoweLL. I like to think that we are, first, through our sup-
port of the Paycheck Protection Program. Through the Paycheck
Protection Program Liquidity Facility, we have made that easier
for small banks to use because they can then transfer their owner-
ship interest in the loan fully to our facility, and it is off their bal-
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ance sheet. That gives them balance sheet capacity, and it is gone.
And they still get to keep the economics. So that should help, and
it should also help borrowers because of that.

Also Main Street, Main Street is for larger companies, and some
of those will be in rural areas.

Senator TESTER. So what about—in particular, the ones that
really got trashed in my State are restaurants, bars, workout facili-
ties, motels. Are we able to focus this money at any way to, say,
the hospitality industry, because that is what they are, to really
make sure that the money is going there? Because those folks are
really, really, really in tough shape. I mean, tougher shape than—
I mean, in agriculture, I can claim I have had impacts by COVID,
but it has been nothing compared to the folks that are in the hospi-
tality business.

Mr. POWELL. And that is true across the country.

So if they have fewer than 500 employees, they would have been
eligible for the PPP program, and there is still money left in that
program, as I am sure you know.

In terms of what we do, any company that is eligible can borrow.
We set terms of broad eligibility, and we are looking back to your
financials the way they were prepandemic. So we are looking at
2019 financials.

Senator TESTER. Is there any way to do any oversight to make
a determination whether the people that actually have been im-
pacted are getting the money? I mean, I have been told by several
businesses, “Hey, look, the money is there. I have not really been
impacted by COVID, but the money is there. And it is literally free.
I am going to go get it.”

Mr. POWELL. So it is interesting. So we have not made any Main
Street loans. We are just starting to do that, but we will certainly
be looking carefully at what the population of loans is.

Senator TESTER. OK.

Mr. POWELL. And we have not made any of the investment-grade
loans either because the market opened up wide open, and lots and
lots of companies borrowed, including the ones who had become so-
called “fallen angels” and dropped below investment grade.

Senator TESTER. So let me approach something else that—and I
know you do not concern yourself with debt as much in times of
economic slowdowns, as we are in today, especially as one signifi-
cant as this.

But when Obama left office, the debt was $19.9 trillion. Three
and a half years later into the Trump administration, we are over
$26 trillion. Can you tell me—and you have got to be able to fore-
cast this out a bit. Can you tell me what that debt’s impact is going
to be on inflation and unemployment moving forward?

Mr. POWELL. It is hard to say very specifically what it would be,
but the United States Federal budget has been on an
unsustainable path for years now. That just means that the debt
is growing faster than the economy. So debt to GDP is rising. That
is, by definition, unsustainable.

And what really happens is, over time, future generations—our
kids and our grandkids—their tax dollars will be going to servicing
the debt that we incurred to buy the stuff we wanted when we
were in charge or when we were adults in America. And every
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generation is entitled to spend what it wants to spend on the
things it thinks it needs, but it really ought to pay for them in
some sense, rather than passing the bills on to the kids, just in
very simple terms. The longer-run issue is one of generational eq-
uity.

The United States has a lot of fiscal and borrowing power. We
are the world’s reserve currency. We have the world’s best econ-
omy, the most vibrant economy, the best institutions. So we can
borrow a lot, but I think we need to get back on a sustainable path.

I will close up by saying, though, that the time to work on that
hard is when the economy is strong, unemployment is low, there
is growth. That is when you want to work on that. Those concerns
are always going to be there, but I would not prioritize them at a
time like this when the spending is—what it is doing is it is giving
us a better economy going forward, which will really help service
the debt.

Senator TESTER. I agree with you, and just a statement, we
should have been prioritizing that before the economy collapsed
like 2017, ’18, and '19 when we were borrowing a trillion dollars.

Thank you, Mr. Chairman.

Chairman CraPO. Thank you.

Senator Rounds.

Senator ROUNDS. Hey, good morning Mr. Chairman.

I want to go back a little bit. Earlier in the pandemic, I joined
in a letter with Senator Warner to the Treasury regarding mort-
gage forbearance and liquidity that were concerns for mortgage
servicers.

Thankfully, the uptake on the forbearance programs has been
modest, though there is still some concern about an increase in
mortgage forbearances and a need for the Fed to establish a liquid-
ity facility for mortgage servicers if economic growth stagnates in
the coming months.

My question is, Do you foresee the need for a service or liquidity
facility in the near term, and what kind of warning signs would
you be looking out for to indicate that need, if you have an inter-
est?

Mr. POWELL. So the housing regulators and the Treasury really
have the lead on that.

I would say we were more worried a couple of months ago about
stresses building up, just as you described, than we are now. The
stresses have moved down a little bit. Of course, we will be moni-
toring that carefully, but as of right now, it does not look like there
is a need for such a facility.

Senator ROUNDS. Thank you.

The Fed has said that results of both the CCAR review and the
DFAST stress tests will be released on the 25th of June. Consid-
ering the importance of understanding how the Fed views the re-
sponses of banks to the COVID-19 pandemic, this is highly antici-
pated. This is one that we are looking forward to, and I think there
is some anticipation with the release of that information.

I have also been closely tracking the Fed’s integration of stress
test results with nonstress capital requirements in the stress cap-
ital buffer.
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My question is, Can you tell us more about what the Fed will be
releasing on the 25th and whether or not that will include a disclo-
sure of the Fed’s COVID analysis and stress capital buffer require-
ments?

Mr. POWELL. Yes, I believe it will, and of course, we are just in
the process. That is 9 days away. So we are working on that now.

Senator ROUNDS. OK. And after the release of the CCAR and the
DFAST results on the 25th, what comes next? Will banks have to
resubmit their capital plans or conduct additional stress tests? Is
that the anticipated response that you are looking at, or have you
gotten that far yet?

Mr. POWELL. Again, we are making that announcement on the
25th, and it is something we are actively, of course with it being
9 days before that, we are actively engaged in considering those
issues right now.

Senator ROUNDS. OK. Let me run along just a little bit different
route here, Mr. Chairman.

Given the length of time that we will be in a low interest rate
environment, I think it is worth it for the Federal Government to
consider issuing some long-duration bonds with maturities that are
beyond the 10 or 30 years that is typical for today.

In the past few years, the United Kingdom, Canada, and Italy
have sold 50-year bonds, and Austria, Belgium, and even Ireland
have sold some sovereign bonds with 100-year maturities. Is this
something the United States should consider, and would the Fed
consider buying ultra-long Treasuries?

Mr. POWELL. That is an issue that is squarely in the province of
the Treasury Secretary and his colleagues at Treasury Department,
and as you know, Secretary Mnuchin looked very carefully at
longer and longer maturities earlier in this Administration. So,
again, it is not something that the Fed really plays a role in decid-
ing.

Senator ROUNDS. Very good.

Thank you, Mr. Chairman. I will yield back.

Chairman CraPO. Thank you.

Senator Warner.

Senator WARNER. Thank you, Mr. Chairman.

And it is good to see you, Chair Powell.

I do not know if you saw, but former Chairman of the Fed Ben
Bernanke and 130 other economists wrote the congressional leader-
ship today, released a letter pointing out one additional need for
stimulus, pointing out that we have got a $16 trillion toll in our
economy that needs to be dealt with.

Mr. Bernanke’s letter also pointed out how enormously damaging
the COVID-19 crisis has been to communities of color. I think we
saw that as well. We all applauded the May unemployment num-
bers, but as you well know them, unemployment numbers for Black
Americans actually still went up in May.

And if there is—again, I think a common point of evidence is
that the Great Recession indicated that a prolonged economic
downturn will seriously damage economic opportunities and wealth
accumulation for all Americans but, again, particularly for families
of color.
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A subject that you and I have talked about, Chairman Powell, a
number of times is the important resource for these communities
that CDFIs and minority depository institutions provide in that
they provide patient, long-term investments in these LMI, low- and
moderate-income, disadvantaged neighborhoods.

But as we look at MDIs and CDFIs, many of these institutions
are held back from boosting investment because of lack of capital
or limited access to liquidity and certain other operational limita-
tions. Would you agree, Mr. Chairman, that building capacity at
these institutions could provide a significant response to the down-
turn by boosting access to credit for so many of the small minority-
owned businesses that otherwise, I think, by third or fourth quar-
ter, were going to be in really tough shape?

Mr. POWELL. So, as you suggest, I think the CDFIs and the MDIs
are very important in their communities, and we have strong rela-
tionships with those institutions. And we do what we can to foster
their successful conduct of their business, and we are heavily en-
gaged with CDFIs and MDIs.

Senator WARNER. Well, I think if we could really lean in and be
creative at this moment in time and if we could provide these insti-
tutions with the proper resources, they could not only be an impor-
tant component of fighting the economic inequality—but, again, I
appreciate you making your comments about racism at the end of
your opening comments—but also about seeing the kind of eco-
nomic renewal that we so desperately need in this part of America.

Now, I have been working on a proposal with Senator Booker
and a number of other of my colleagues that would provide direct
private and public money in the CDFIs and MDIs as part of a
longer-term strategy to rebuild the LMI communities and foster
economic growth.

And while the direct equity infusions we are talking about would
be more a Treasury-directed investment, we are also looking at a
TALF-like facility that would have a Fed role, not to have loans
forgiven, but a TALF-like facility where there would still be invest-
ment from Treasury. There would still be retention of some of the
obligations from these institutions, but by helping to clean up the
balance sheet of some of these entities, that would dramatically in-
crease liquidity, which, again, if we could do equity and then also
clean up some of the balance sheets, I think there would be enor-
mous value here. And I think this is completely consistent with the
Fed’s mission to achieve maximum stable employment.

And that maximum stable employment is obviously a mandate
that extends to all communities, and as so many of my colleagues
and you have acknowledged, the persistent economic disparities
that we have in our country, this has to be dealt with.

The protests on the street are about criminal justice, but they
are about long-term chronic economic disparity.

So I would just ask you, Mr. Chairman, as we roll out this plan,
that you and the Fed within the bounds of your authority would
really lean in. Let us stretch, expand the envelope a little bit, be-
cause I think we really have an opportunity and obligation to make
sure that these institutions are better able to be part of a recovery.

If you would make a quick comment on that, I would appreciate
it.
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Mr. POwELL. I would be happy to take a look at that.

As you know and as we have discussed on other occasions, 13(3)
facilities are supposed to be programs of broad eligibility. We do
not tend to target particular beneficiaries but rather broad institu-
tions, and anyone who meets the sort of requirements can take
part in the facility.

But subject to that, I am very happy to take a look at this idea.

Senator WARNER. And I just again—I know my time is up, but
I just point out when we have got 40 percent of Americans who are
making less than $40,000 a year, out of work disproportionately in
LMI communities, I think that is a broad-based problem that the
country has to address.

Thank you, Mr. Chairman.

Chairman CRAPO. Thank you.

Senator Perdue.

[No response.]

Chairman CrAPO. Is Senator Perdue with us?

We will move on, until he gets back, then to Senator Tillis.

Senator TILLIS. Thank you, Mr. Chairman. Can you hear me?

Chairman CRAPO. Yes.

Senator TILLIS. And thank you, Chairman Powell, for being here.

I just heard an echo. I think I have corrected it.

I am kind of curious. I know that Vice Chair Quarles, while back,
talked about adding additional elements to CCAR stress testing,
and some of that, I am sure is just a natural evolution of what you
are learning about, what works and what does not work within
CCAR.

But I have heard more recently that they are going to add on an-
other layer that is specifically focused on the circumstances we
found ourselves with, with COVID-19.

And one of the concerns that I have with that is, number one,
I think that the banking institutions with about twice as much cap-
ital as they had after the financial crisis, that we could arrive at
a point with the results of these stress test to where we are actu-
ally going to increase their capital requirements, and that seems to
me to be at odds with us relying on the banks, to get out there help
families and businesses, provide capital and support financial
intermediation.

So a part of what I am asking is if we are going down this path,
are we working with the banks to really think through the cost
benefit of this particular additional regimen added to the stress
testing, and are we potentially at risk of increasing capital require-
ments at the worst possible time?

Mr. POWELL. Senator, as I mentioned, we are just in the middle
of making those decisions and carefully reviewing all the materials.
So I am just going to have to say I hear your comment loud and
clear, and this is probably a discussion for us to have after we
make the announcement we are going to make on the 25th.

As we mentioned publicly, we are doing sensitivity analyses,
which seems like the right thing to do.

And you are also right that we are not looking to have our cap-
ital requirements be procyclical, but in terms of the actual results
of the test and things like that and what we are doing, I think I
should just leave it at that.
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Senator TILLIS. OK. Thank you.

And by the way, on looking forward to future announcements,
like Chairman Crapo, I am looking forward to a future announce-
ment on Inter-Affiliate Margin. I understand that the regulators
are on board. Do we have any idea of when we would expect action
on that? I have been expecting it. I understand that it is imminent.
Do you have any read on when we are going to see that?

Mr. POWELL. Soon. That is all I know is that it is soon. I wish
I could be more specific, but that is what I have been told is soon.

Senator TiLLIS. Well, to be fair, I know that that cuts across sev-
eral lanes, but it has been soon since about September of last year.
So I hope it is getting to be sooner.

Mr. POWELL. Yes, Senator. I do too.

Senator TILLIS. I have another question, and thank you. I know
you agree.

I think it was last week, Mr. Chairman, that you said the FOMC
is not even thinking about raising rates. I think you went on to say
that they are likely to stay at zero between now and through 2022.
That feels like forward guidance, that that policy is anchored in a
calendar rather than FOMC goals.

So I am curious—and I think it was in that setting that you did
not make any mention of yield curve control, and I was curious.
Was that just not right for that particular discussion, or do you be-
lieve there is not a place for yield curve control in this dialogue?

Mr. POwWELL. So I did say that we are not only not thinking about
raising rates; we are not thinking about thinking about raising
rates. That is what I said.

I did not mention the end of ’22. What that came out of, Senator,
was the Summary of Economic Projections showed that, over-
whelmingly, Federal Open Market Committee members did not see
the likelihood under the current expected path of raising rates, at
least through the end of ’22.

And I did not mention yield curve. I talked about yield curve con-
trol in the press conference, but I would just echo what I said ear-
lier to Senator Toomey, which was this was a briefing on the his-
torical use of yield curve control by the United States actually dur-
ing World War II and then after, which led to the Fed-Treasury Ac-
cord, and also on some current usage by the Bank of Japan and
the Reserve Bank of Australia. It really was just to acquaint the
Con&mittee with what it is and why some other central banks have
used it.

We have not made any decision to go forward on that. It just was
a—it is a tool. The same way we have looked at negative rates,
repeatedly, we look at negative rates. In the case of negative rates,
we have pretty much decided that it is not something we think is
attractive for us here in the United States.

And yield curve control was more just let us educate everyone on
what it is and then decide whether we think it might, under some
circumstances, be useful.

Senator TILLIS. Thank you.

Mr. Chair, the only thing, I am going to submit maybe a question
for the record about what financial policy we should be pursuing
for what I consider to be the donut hole. Travel, leisure, hotels that
were first into the crisis, they are going to be the last out. I do not
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believe the Treasury has the authority that it needs to come up
with a facility for them, but I think it is critically important.

Thank you, Chairman Powell.

Thank you, Chair Crapo.

Chairman CRAPO. Thank you.

Senator Warren.

Senator WARREN. Thank you, Mr. Chairman, and thank you,
Chairman Powell, for being here with us today.

We are facing an economic crisis that has devastated millions of
families and small businesses across this country.

Two weeks ago, many people celebrated the latest job numbers,
which showed a dip in the overall unemployment rate, but we are
not going to be able to build a successful recovery if we do not un-
derstand the scope of the problem.

So I wanted to dig into the numbers just a little bit today. Chair-
man Powell, are jobs coming back at the same rate for both Black
and White Americans?

Mr. POWELL. Are they coming back at the same rate? No. Actu-
ally, I think the answer to that is no. I would want to check that,
but I believe that the Black unemployment rate did not come down
as much as the White unemployment rate.

Senator WARREN. In fact, Chairman Powell, you might want to
look at the numbers.

Mr. POWELL. It ticked up, actually.

Senator WARREN. I was going to say, as I understand it, White
unemployment fell to 12.4 percent, while Black unemployment ac-
tually rose

Mr. POWELL. It ticked up——

Senator WARREN.——16.8 percent. Is that right, Mr. Chairman?

Mr. PoweLL. You know, the tenths numbers, I would have
kn(})lwn that the day after the report, but yes. In principle, that is
right.

Senator WARREN. But we are right on the direction; that is, it
came down——

Mr. POWELL. Absolutely.

Senator WARREN. for White Americans and it went up slight-
ly for Black Americans.

Mr. POWELL. That is correct in the May report.

Senator WARREN. Yeah.

So back in March, Congress passed a temporary expansion of the
unemployment insurance program. Now we are only a few weeks
out from that help just running out. Some people in Congress want
to let that help expire. They are saying mission accomplished.

So, Mr. Chairman, you noted that the unemployment rate is
higher for Black Americans, and now we have just said it is actu-
ally increasing. If Congress lets unemployment insurance benefits
expire, which families are going to find it hardest to pay their bills,
to make rent, or to afford groceries?

Mr. PowELL. Well, the unemployed, which consists of people who
have lost their jobs lately here are—minorities are well overrepre-
sented in that group, as are women.

Senator WARREN. So let me just ask, Mr. Chairman. This crisis
has been hard on millions and millions of Americans, and I know
you have been thinking a lot about this issue. So I just want to ask
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you directly. Is it accurate to say that our economy is healthy when
there are serious racial gaps in how Americans are doing?

Mr. POwWELL. I think that is a longer-run weakness in our econ-
omy. Even when our economy is healthy, we have longer-run
issues, and that is one that has been with us for a very long time.

Senator WARREN. So I take it that you would describe this as not
a healthy economy?

Mr. POweLL. That is not a healthy feature of our economy, now
or ever.

Senator WARREN. Oh. Thank you, Mr. Chairman. I appreciate
your focusing on this issue.

This crisis has hit communities of color the hardest. They have
faced the biggest decline in employment, and they have faced the
largest proportion of deaths from COVID-19.

The minute jobs start recovering for White Americans, we cannot
just say that the problem is fixed and start cutting off help for peo-
ple who are out of work.

Senate Republicans are eager to let this help expire, when we
still have more than 20 million people out of work, and the unem-
ployment rate is going up for Black Americans.

Inequality is not something that happens on its own. It is the re-
sult of policy choices, who we decide to help and whose pain mat-
ters. Congress can help those who need it most by reauthorizing
expanded unemployment and by doing it now.

Thank you very much, Mr. Chairman. I appreciate your being
here today.

Chairman CRAPO. Thank you.

Senator McSally.

Senator MCSALLY. Thank you, Mr. Chairman, and thanks, Chair-
man Powell, for your testimony today.

I would like to talk about real estate. Back in Arizona, we are
seeing the economy is starting to recover somewhat, but there is
concern for businesses in every sector, with revenues down, rents
not being paid, then mortgages not being paid, and this really
crosses many sectors.

And in the 2008 crisis, Arizona really was hurt deeply in this
area, and I am very concerned and monitoring what is happening
in this sector.

So since real estate pretty much goes across many industries,
you mentioned you were monitoring this, but you are not as con-
cerned as before. Could you elaborate on that? And is there any
discussion or consideration about a real estate-focused facility in
order to be able to help out in this area?

Mr. PoweLL. So I would say that like other companies, real es-
tate-related companies are eligible to take part in our facilities.

I would also point to the fact that commercial mortgage-backed
securities are eligible assets for the Term Asset Loan Facility.

So we open up these facilities to companies, and any company
from any industry that meets the financial requirements of the fa-
cility and is otherwise eligible can take part. We do not target fa-
cilities toward individual industries so much.

Senator McSALLY. OK. But you mentioned earlier, I think, in re-
sponse to Senator Rounds that you were kind of monitoring this
element of the economy, and you had some concerns a few months
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a}%fo Eut less concerns now. Could you elaborate a little bit more on
that?
hMr. PoweLL. Yeah. I was talking about residential mortgages
there.

Senator McSALLY. OK.

Mr. POwWELL. When forbearance happened in the CARES Act and
the mortgage servicers were looking at very large liquidity require-
ments, the question was are they going to be able to address that
problem—and so steps were taken by the housing regulators, and
then there was a heavy wave of refinancing with lower mortgage
rates. So those concerns that we had a couple of months ago have
sort of been alleviated a little bit, I would say.

We are still monitoring the situation carefully. That is very much
about residential mortgage-backed securities, residential lending.

Senator MCSALLY. Thanks for that clarification.

To follow up on what Senator Tillis touched on at the very end,
in Arizona, the travel, the lodging, tourism, all that has been really
hit hard from this. I am really concerned about their slow recovery.
So what are you seeing in this sector in unemployment and con-
sumer spending, and is there anything within your agency’s au-
thority to help this, or are you going to go back to just the overall
facilities or anything? This is a very specific sector that has been
hit hard with lack of tourism and travel.

Mr. POoweLL. Yeah, very, very hard. It is airlines, any kind of
travel. It is hotels. Obviously, really, it is any business that de-
pends on getting people together in tight groups and either feeding
them or flying them around or putting them in rooms and things
like that. All of those companies—bars, restaurants to retail, they
are all really feeling this.

Senator MCSALLY. Yes.

Mr. POWELL. And there is no question about it, and by the way,
that is where a lot of the layoffs are, in those service industry com-
panies.

And so what we have done is we have created these facilities,
and they look back to the financial performance of the potential
borrower before the pandemic. So if you were in reasonable finan-
cial shape before the pandemic, then in principle, you can be an eli-
gible borrower. We are not going to look at what happened to you
because of the pandemic, and that is really the way we have ap-
proached that.

Senator MCSALLY. Great. Thanks.

OK. On a different note, on page 6 of the Federal Reserve’s Mon-
etary Policy Report, there is a graph that shows unemployment
rates among several demographics. So it includes African Amer-
ican, Hispanic, White, and Asian.

We have 22 Native American Tribes in Arizona that have been,
in many cases, very hard hit by the pandemic. It is about 300,000
individuals. It is a pretty significant percent of Arizona.

Is your agency tracking any data specifically on Native Ameri-
cans, and if so, what are you finding? And if not, will you commit
to helping with this important community that needs help right
now as well?

Mr. POWELL. So we do keep very good track of all that, and par-
ticularly, the Federal Reserve Bank of Minneapolis has a real
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specialty in that area. And we will be happy to work with you on
that. It is something—I do not have the numbers on the tip of my
tongue, but it is very much a focus for us.

Senator McSALLY. OK, great. Thank you.

And just to wrap up, Chairman Powell, what is your level of opti-
mism? Arizonans are struggling. They are getting back to work
safely. We are still having to manage this pandemic. What is your
level of optimism of the recovery going forward?

Mr. POwWELL. I would just say long run, do not sell the U.S. econ-
omy short. Long run, I am confident that we will have a full recov-
ery. I am confident of that.

The fact is we have had the largest economic shock in living
memory, and the economy is going to recover from that. But we
just have to be a little patient with it. You will see people moving
back. I think over the coming months, a lot of people will come
back to work, but there will be a number of people who—a signifi-
cant number of people who do not go back to work because they
are in those industries that we talked about, and that is where
there will be less employment.

So those people are going to need help going forward to get back
to work, but over time, we will get back. And I just think it is—
as most forecasters believe, it is going to take some time to get all
the way back to where we were. Will we get there? Absolutely.

Senator McSALLY. Great. Thank you.

Thank you, Mr. Chairman.

Thank you.

Senator Schatz.

Senator SCHATZ. Thank you, Chairman Crapo, and thank you,
Chairman Powell, for all the work you are doing.

I want to go back to the letter that Senator Warner referred to
from Chairman Ben Bernanke and Janet Yellen and many other
economists that say, quote, that the fiscal stimulus from Congress,
the next stimulus, quote, must be large commensurate with the
nearly $16 trillion nominal output gap our economy faces over the
next decade, according to the CBO estimates.

Without asking you to commit to a specific dollar amount, let me
frame the question this way: Is there a bigger risk for our economy
that we provide too little support or that we do too much?

Mr. POWELL. First, I saw the headline. I have not seen the letter.
I do not know what is in the letter that the former Chairs
Bernanke and Yellen wrote.

So I would say this. The shock that we received, the economy re-
ceived, is the largest in living memory, and the fiscal response was
the largest. And the Fed response was the largest.

So 14 percent of GDP, $3 trillion in these programs, it is a great
deal, and the question we all will have to answer over time is, Is
it enough? And I would say there is a reasonable probability that
more will be needed, both from you and from the Fed.

And I would also say, though, that the things that you have al-
ready passed are really having a very positive effect now, and we
should see a lot more of that going forward.

Senator SCHATZ. In light of that, are you starting to reconsider?
Is the Fed starting to reconsider its understanding of the relation-
ship between deficits, inflation, and growth?
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Mr. POWELL. Are we reconsidering it? I do not think this has
really changed thinking on that. The thing about inflation is that
there has been sort of downward pressure on inflation around the
world for a couple of decades, so with big deficits the models would
have called for higher inflation, and they would have called for
higher interest rates. We do not see either of those things. So I
think we are not working on the hypothesis that higher inflation
is a likely outcome.

Of course, we know what to do if there is higher inflation, but
really, at least in the near term and as far as we can see, what
we see is a short run on inflation.

Senator SCHATZ. Thank you.

In your modeling, what assumptions are you making about
COVID rates over the next several months?

Mr. PowELL. We look at different scenarios. We look at a wide
range of different scenarios. So we model a scenario where there
is a second wave, and we model a scenario where—kind of a base-
line scenario, which is that essentially COVID rates come down
over time. And there may be regional outbreaks and that kind of
thing, but we do not have a sort of second wave at the national
level. We look at different scenarios.

Senator SCHATZ. Can we drill down on that? We can take this
offline, and I will issue a question for the record. But it seems to
me that the data changes day by day, and one of the things that
you said in earlier testimony was that a lot depends on COVID
rates.

I mean, we can tweak fiscal and monetary policy, but a lot of this
does depend on what is happening with the virus. And I would like
to understand what are your inputs

Mr. POWELL. Sure.

Senator SCHATZ. just as we consider our fiscal policy.

And, finally, I wrote you a letter asking you to suspend divi-
dends, and you said you are conducting sensitivity analysis of cur-
rent conditions to decide whether to suspend dividends. And I am
wondering why you are conducting an analysis only of current con-
ditions and not testing whether banks can handle a serious adverse
scenario going forward since that is quite likely.

Mr. PowELL. That is exactly what we are doing. That question
is one that is at the heart of our stress testing, which is about
future highly stressful scenarios, and so that is precisely what we
are in the middle of doing.

Senator SCHATZ. And what is your timeframe for a decision on
the suspension or not of dividends?

Mr. POWELL. So we will be announcing the results of the stress
tests on the 25th of June.

Senator SCHATZ. Thank you.

Mr. POwWELL. Thank you.

Chairman CRAPO. Thank you.

Is Senator Kennedy back with us?

[No response.]

Chairman CRAPO. Senator Moran? Are you with us, Senator
Moran?

[No response.]

Chairman CRAPO. Senator Cramer.
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Senator CRAMER. Hi, Mr. Chairman. Thank you. I am happy to
step in. And Chairman Powell, thank you for being with us today.

You and I in the past have talked a couple of times about my
concerns about BlackRock having such a central role in facilitating
the financial support of businesses that are approved as part of the
CARES Act, and specifically, the concerns I had raised, of course,
were relevant to the potential of investment in the energy industry,
particularly the oil and gas industry, of my State of North Dakota
and what seems to me to be an excessive standard that they have
applied in terms of climate and whatnot. And that is just one fac-
tor, and you and I have had a good discussion. You have, of course,
assured me of their limited role in all of that.

However, in recent days or weeks, I have become even more con-
cerned about that standard, their standard of climate investment,
with a different standard for foreign investment, particularly Chi-
nese companies and companies that do not meet the same enforce-
ment demands, that do not have the same accountability and
transparency, particularly with the PCAOB for the public compa-
nies.

And it is an issue that caused Senator McSally and I to send a
letter yesterday to the CEO, Larry Fink, to get a better under-
standing of their strategy as a company in light of what appears
to be what I think, again, is a double standard in the way they
treat investment of Chinese companies versus Americans.

And so in light of the deference that BlackRock appears to pro-
vide the Chinese Communist Party as well as the radical environ-
mentalist active investors, should I be concerned about their role
in the CARES Act? And can you give me some assurances that this
part of BlackRock will not impact the public’s funds and the
public’s interest in keeping our—particularly oil and gas industry
vibrant and the important national security that they provide?

Mr. POWELL. Senator, I would say there is no reason for you to
be concerned. They play an administrative role. We set all the pol-
icy decisions, and our facilities lend only to U.S. companies. So they
are just our agent in this, and they bring particular skills that we
do not have and that they do have. And so that is really what this
is about.

Senator CRAMER. Well, I appreciate that assurance. I am sure
they are listening as well, and I hope that the regulators are pay-
ing attention.

We have obviously a lot of work to do as well on our side to make
sure that we create a standard that protects America’s investment
in those same companies. So I appreciate, again, your assurances.

With that, I will yield the rest of my time, Mr. Chairman.

Senator KENNEDY. Mr. Chairman, this is John Kennedy. I am on
now.

Chairman CrAPO. Thank you, John. We are going to go to Sen-
ator Van Hollen next, and then you will be next after that.

Senator KENNEDY. Thank you, sir.

Chairman CRAPO. Senator Van Hollen.

[No response.]

Chairman CRAPO. If he is not on, then we will go to Senator Cor-
tez Masto and then to you, Senator Kennedy.

Senator KENNEDY. Yes, sir.
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Senator CORTEZ MASTO. Thank you. Thank you, Mr. Chairman.

Chairman Powell, it is great to see you again. Thank you for all
of your good work, and I really appreciate your quick and thought-
ful actions by the Fed Reserve to respond to the COVID-19 pan-
demic that has, as we have seen, infected more than a million
Americans and taken the lives of more than 90,000 people.

I also agree with you that Congress and the President must con-
tinue to act. Our work is not done. We have to continue to invest
in our families and businesses and our local governments.

So let me talk to you. I am from Nevada, and I think we have
had this conversation before. But let me give you the statistics that
I know you are aware of because you deal with it all the time.

The travel industry, which includes hospitality, restaurants, en-
tertainment, attractions, conventions, and more has been one of the
hardest hit. You said that already today, and I know we have had
this conversation.

Travel is our Nation’s seventh largest industry in terms of em-
ployment for this crisis. Nearly 4 in 10 of all job losses caused by
this crisis have been in the travel industry, and more than 8 mil-
lion workers are unemployed. The travel industry’s unemployment
rate is 51 percent, which is twice the national unemployment rate
during the Great Depression. In sum, this is nine times worse than
the economic impacts following 9/11.

In Nevada, 25 percent of our workforce is employed in the hospi-
tality and entertainment industry. We have had more than 400,000
people file for unemployment. We are at 28 percent unemployment.
Nevada has the highest percentage of unemployment in the coun-
try, and the ability of people to go back to work is limited. Travel
spending is forecast to decline by half a trillion dollars in 2020.

So I have heard you address this issue, but let me ask you. Is
there more that the Federal Reserve can do within its existing au-
thority to help the travel, tourism, and hospitality sectors? What
else can be done? What else should we be thinking about? Because
we are the last, going to be the last to come out and spring back
in this economy.

Mr. POwWELL. Yes. So, obviously, Nevada is ground zero for this
really with its entertainment, its travel. It is all the things that
are—restaurants, bars—it is all the things that are most directly
hit, many of them anyway.

So what we can do, other than to support the economy in a gen-
eral manner, our 13(3) three facilities, that is the tool that we
have. So any Nevada company that meets the eligibility require-
ments for our facilities is welcome to borrow, and that is really the
tool that we have.

As I like to say, we do lending, not spending. We can lend to sol-
vent borrowers who can service a loan, and the servicing require-
ments are not terribly strict.

We look back to last year’s pre-pandemic financials to see if you
are qualified. We do not look at the—we are not going to disqualify
companies because they have been affected by the pandemic. So
that is really what we have to offer.

Senator CORTEZ MASTO. And I have heard this before, and I am
just curious because this is something I am hearing also in my
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State. Could the Federal Reserve take a stake in a company to
mitigate potential solvency problems?

Mr. PoweLL. No, we cannot do that.

Senator CORTEZ MASTO. OK. Thank you. That helps clarify.

Let me ask you this. We also know that Government job loss has
totaled about 1.5 million in the past 2 months, and there are more
on the way. The National Governors Association requested $500
billion in aid to State and local government. They sent it to Con-
gress requesting that aid, and without aid to State, what levels of
unemployment would the Fed predict?

Mr. PoweLL. I do not have a specific projection, but States, effec-
tively all States, have a balanced budget requirement. So what
they do when they see revenues drop and costs rise, which is what
we are seeing now—what they do is they lay people off. They cut
essential services, and both of those things can weigh on economic
activity in addition to the human cost of those things.

And we do not play a role in advising Congress on specific fiscal
policy, but I do think that State and local governments are major
employers and they provide essential services. And that is certainly
an area that is worthy of your interest.

Senator CORTEZ MASTO. I know my time is running out. Let me
ask you this one final question, and the rest I will submit for the
record. But would the Fed consider making changes to the Munic-
ipal Liquidity Facility that make it more like a grant and provide,
that would be able then to provide more assistance to local govern-
ments?

Mr. POWELL. You went out for a second there, but on the Munic-
ipal Liquidity Facility, we have repeatedly made adjustments.

If you have a specific adjustment in mind, I missed it.

Senator CORTEZ MASTO. Yeah. Turn it into a grant. Can you turn
it more—

Mr. POWELL. We cannot do that. No, we cannot make grants.

Senator CORTEZ MASTO. You cannot.

Mr. POWELL. That is one thing we cannot do. We can only lend.
The law is extremely clear on that.

It is you who can make the grants. It is Congress that can do
that, as you did with the PPP program.

Senator CORTEZ MASTO. And if Congress were to go down that
route, would you have concerns about that?

Mr. PoweLL. If Congress wants to make grants, that is entirely
Congress’ business.

Senator CORTEZ MASTO. OK. Thank you very much.

Chairman CraPO. Thank you.

Senator Kennedy? You need to unmute, Senator Kennedy.

Senator KENNEDY. OK.

Chairman CRAPO. There you go. We have got you.

Senator KENNEDY. You got me? OK.

Mr. Chairman—both Mr. Chairmen, I apologize for being late,
but I was in another hearing. And if these questions have been
asked and answered, if you could just give me short answers, I
would appreciate it, because I do not want to belabor this.

When will the Main Street Lending Program be ready, Mr.
Chairman?
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Mr. POWELL. It is open now for lenders to register, and once they
are registered, they can start making loans. And we encourage
them to do so.

Senator KENNEDY. OK.

Mr. POWELL. And then the facility within a week or so will be
open to receive those loans.

Senator KENNEDY. In terms of demonstrating credit worthiness,
have you made a decision about using rating agencies other than
the big three or four?

Mr. POWELL. Yes, we have, Senator. We have looked carefully at
all of the rating agencies, the NRSROs. We have admitted three
additional ones. The criterion really was that they have a record
of significant experience and usage in the private sector so that in-
vestors rely on them, and the answer is there were three in dif-
ferent areas who had that, so we added them.

Senator KENNEDY. Have you made a decision about the minimum
amount of the loan?

Mr. POWELL. We have. We have lowered—in Main Street, we
lowered it to $250,000. Yes. And we are carrying that over into the
nonprofit part of Main Street.

Senator KENNEDY. OK. I think that is a positive development.

How big is the Federal Reserve balance sheet right now, Mr.
Chairman?

Mr. POWELL. Just a touch over $7 trillion, I believe.

Senator KENNEDY. How big was it at the end of December?

Mr. POWELL. Low 4’s, low 4 trillions.

Senator KENNEDY. OK. How long do you think it will take to re-
duce the size of that balance sheet to something, some amount that
is not other worldly?

Mr. POwELL. That is an interesting standard.

I think when the time comes and the crisis is over and we are
not purchasing assets at this kind of pace, what we will do prob-
ably—and that will be some time out, but what we will do 1s we
will—what we did in 2014 to ’17 that really worked is we just
stopped. We just froze the size of the balance sheet, and as the
economy grows, the balance sheet shrinks as a percentage of the
economy. And that was a very peaceful period during which people
were not worried about the size of the balance sheet, but it de-
clined from 25 percent to 17 percent or something like that.

Senator KENNEDY. OK.

Mr. PoweLL. That is some years away, but this is probably the
way we would start.

Senator KENNEDY. Chairman Crapo, I cannot see the clock. How
much time do I have left?

Chairman CRAPO. You have 2 minutes.

Senator KENNEDY. OK.

Mr. Chairman, none of us can predict the future, of course, and
our economy is estimated to take a real hit this year, as you well
know. The intelligence unit of The Economist says that we are
going to have a GDP drop this year of about 4 percent, but they
are projecting Europe is going to be even worse. They are pro-
jecting about 9 percent for Great Britain, 9 percent for France, 1
think 6 percent for Germany. Can we recover if the European
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Union, one of our biggest trading partners, takes much longer for
themselves to recover?

Mr. POWELL. So a weak global economy, a weak European econ-
omy will certainly weigh on U.S. activity. They are a great area for
exports and trade of all kinds, and also Europeans come here and
spend a lot of money on tourism. Being here in Washington, we see
that all the time. So, yes, weakness around the globe actually does
hurt the U.S. economy.

Senator KENNEDY. OK. Thank you, Mr. Chairman. I want to
yield back my time since I went way over at the last hearing.

Chairman CRAPO. You are a gentleman and a scholar.

Senator Van Hollen, are you here?

[No response.]

Chairman CraPO. How about Senator Jones?

Se}Illator JONES. Thank you, Mr. Chairman. Thank you very
much.

And, Chairman Powell, thank you again for being with us, and
thank you for all that you—your service and all that you and the
ged have done over the last few months. It has been really extraor-

inary.

And I want to echo my appreciation for your comments about the
systemic racism that we see in America.

Today on the floor, by the way, you may have some interest. Five
of my colleagues, three Republicans and three Democrats, at three
o’clock today will be reading Dr. King’s letter from a Birmingham
jail in its entirety, and I believe his message of 1963 is as impor-
tant today as it was then.

And I know we focused a lot on the data and how it has affected
minorities in this country, particularly our Black population. Latest
data showing the Black unemployment rate at just under 17 per-
cent, Hispanic unemployment rate at almost 19 percent, while the
White unemployment rate hovering around 14. Bloomberg has re-
ported that the African American-owned businesses declined by 41
percent from February to April, representing 440,000 businesses, a
stark contrast to the 17 percent drop we have seen for White own-
ers.

CNBC declared that we have a housing apocalypse coming before
us. Alabama Legal Services, who does so much for the poor and
needy in Alabama, particularly within housing, has said that the
avalanche of evictions is here and foreclosures are not far behind.

So I want to focus my questions really on our minority commu-
nities and underserved communities instead of the overall econ-
omy. What downside risk do minority communities see if unem-
ployment benefits are not extended?

Mr. POWELL. So minorities are substantially overrepresented in
the unemployed, particularly the unemployed since something like
25 million people have had their employment disrupted as a con-
sequence of the pandemic. And in that group, minorities are very
much overrepresented. So all measures that help that group, help
them. And all measures that do not help them make life tougher
for them.

Senator JONES. So measures that we can keep people on the pay-
roll, make sure that they have—and I know this has been a con-
cern from folks that there is no incentive to stay off the payroll,
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but some transition to where we can provide incentives to get back
on payrolls, to get back to work, you would favor that, I assume?

Mr. PoweLL. We do not take position on particular aspects of fis-
cal policy, but I would say this. There is going to be a lot of people
going back to work in the coming months, but there are going to
be a lot of people who cannot because if they work in Nevada, for
example, as we were just discussing, in the travel and entertain-
ment industry, those are not going to be jobs—so it is going to be
a while.

I think some form of support for those people going forward, in
my view, is likely to be appropriate. During the Great Recession,
I think employment—unemployment assistance was reauthorized
on a number of occasions, and it just is not only can they not go
back to their old job, but there are no jobs in that industry. And
it is just really tough for them, at least for a period of time, to give
them support, and balance that with incentives to get back to work.

Senator JONES. Thank you.

Similar question with regard to the minority communities, with
regard to businesses. Minority business owners face enormous risk
as it is even before this pandemic started.

So the same question, what are the downside risks for our minor-
ity businesses if overall business aid is not extended by Congress?

Mr. PoweLL. I think we—as I mentioned during my opening re-
marks, the small businesses of America, that is where the jobs are
created on net, and we do not want to—business people going in
and out of business all the time, but what you do not want is a
wave of avoidable insolvencies, which really will weigh on the econ-
omy for years. And that is all the more so true of minority busi-
nesses because of the important role they play in our economy and
in their communities.

Senator JONES. All right. And, finally, again, focusing on minor-
ity communities, if renters and homeowners are not helped with
extended eviction moratoriums, what effect will that have on our
minority communities in America?

Mr. POWELL. So evictions and foreclosures and things like that
have well-documented negative impacts on people’s lives. I think
during a pandemic, which is still ongoing, it is particularly impor-
tant because you wind up sleeping in somebody else’s basement or
in a shelter or something when that happens. So it is not a good
time for people to be—there are ways to avoid that, keep people in
their homes while the economy recovers and while the pandemic is
dealt with. I think those are things well worth looking at.

Senator JONES. Great. Thank you, Chairman Powell, and thank
you, Chairman Crapo.

Chairman CRAPO. Thank you.

Senator Perdue.

Senator PERDUE. Thank you, Mr. Chairman.

And, Chairman Powell, thank you for being here again. Seems
like you were just here. Oh, you were. And thank you for your lead-
ership. I think what the Fed has done to provide liquidity has been
absolutely historic and has helped us avoid a major meltdown.

I have got a question, just simply to follow up on a question I
asked you the last time you were here about the balance sheet.
Treasury debt has increased about $2.9 trillion, and a lot of that
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is just in the last few months, mostly due to the CARES Act. And
I am concerned about who is buying it and how we are financing
it.

For example, in the month of April, the Treasury issued $1.4 tril-
lion of new debt. $430 billion was absorbed by the domestic market
only, and the foreign markets held pretty steady. But the balance
of that was taken up by the Fed, as I understand it.

And so I do not know how long we can do that, and the question
is, are we not effectively—hate to use the term, but I do not know
a better one—monetizing the debt? I mean, at this current pace,
will demand ever catch up, or are we going to have to think about
a rebalancing at this point?

Mr. PowELL. That is certainly not our intention. The very high
level of both Treasury and MBS purchases that we effected in
March and April was really because the markets had stopped work-
ing, and the Treasury market is the most important financial mar-
ket in the world. And the primary dealers and the banks’ balance
sheets were full, and everybody wanted—they wanted very short-
term cash or Treasury obligations. So they did not want Treasury
bonds. There were no buyers, and it was just—it was a very dif-
ficult situation, and so we went in and we bought a lot.

It was not in any way about meeting Treasury’s supply, and it
continues not to be. We really do not think about that.

Also, U.S. Treasuries debt is an attractive asset around the
world. There is a lot of demand for our paper.

But, really, it was about market function. It does actually have
a positive effect on financial conditions too because you are taking
long-duration assets out of people’s hands and they buy other
things. So it has positive effects at this time, and those are good
too.

Senator PERDUE. If demand for that paper from the Treasury
does not come back, though, in coming months, what is the longer-
term implication for interest rates? I know you are reticent to give
any forecasts on interest rates, which I understand, but just give
us a tone about the impact or correlation there.

Mr. POWELL. Yeah. I mean, there seems to be plenty of demand
for our paper.

I would not want to speculate about what interest rates might
do, but we are the world’s reserve currency. And particularly in
times of stress, people want to own U.S. Treasury obligations, and
so that has been the way that is for a long time now.

Even if some of the problems—as in the last crisis, a lot of the
problems originated here. Notwithstanding that, people wanted the
U.S. Treasury, and that is because we have the strongest economy
and the best institutions, most liquid markets.

Senator PERDUE. I have one last question. I will yield my time
back. You have been very gracious with your candor and your time
today.

I have heard a conversation here in this hearing about labor, and
I hear all over my State right now. Our State was one of the first
ones to reopen, and one of the inhibitors to supplying the demand
that I think is out there—and I think we are proving that—is get-
ting people to come back into the workforce.
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And so we know that the premium on the unemployment struc-
ture is creating a disincentive, and I want to make sure that we
protect the people that need to be protected. But how do we incent,
in your opinion, the people that need to come back to the jobs that
are sitting there? I mean, we have a number of—in Georgia any-
way, a number of job openings that just are going unfilled because
people are not coming back yet.

Mr. POweLL. I know that is something you are going to be con-
sidering as the Enhanced Unemployment Insurance Program runs
out at the end of July. I would not presume to tell you what the
Fed thinks you should do, because it is really not our role.

I do think you will want to continue support for workers in some
form. I think there are going to be an awful lot of unemployed peo-
ple for some time, even though, again, we have 25 million newly
unemployed or partially unemployed people. And even if we start
putting people back to work really fast, which may happen here,
there is still going to be plenty of people who just—who do not have
jobs, and they may not have them for a while because there are no
jobs in travel, and accommodation, at various places.

I know there are a lot of interesting ideas being thrown around
out there, but I think something will likely wind up being appro-
priate there.

Senator PERDUE. Thank you, Mr. Chairman.

Thank you, Chairman Crapo.

Chairman CraPO. Thank you.

Senator Smith.

Senator SMITH. Thank you, Mr. Chair, and thank you, Chair
Powell, for being with us today. It is nice to see you again.

So we are more than 3 months into the economic crisis that was
caused by coronavirus and more than 2 months through the
passage of the CARES Act which provides urgent and emergency
support for families and for businesses and for health care systems.

And I think we all know as—and you have acknowledged your-
self in your opening statement that COVID is not the great equal-
izer. In fact, it hits hardest those who are already struggling be-
cause they do not have a safe, affordable place to live; because of
lack of access to health care; because of low wages and chronic pov-
erty; and especially, I think, the generational impacts on Black and
brown and indigenous people for the systemic racism that limits
their freedom and their opportunities and even their lives.

So I think that in this moment, it is essential that Congress
takes up this challenge and fulfills the promise of America for
equal—for racial and economic justice, and I want to just have a
chance to talk with you a little bit about this because I think there
is a rising narrative. We hear from some, including the President,
that things are improving, we need to reopen the economy, and be-
fore we know it, we can all get back to normal.

But what I am so worried about is that we are burying our heads
in the sand when it comes to, one, the virus’ continuing spread, but
also that we are looking away from the disparate impacts that
COVID is having and that, in fact, if we are not careful, if we do
not change the way we are doing things, we will not get back to
normal. We will get back to a worse normal, a normal that exacer-
bates these inequities.
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So let me just focus, if I can, on the question of housing and rent-
al housing, in particular, because this is something that I see bad
trends on in Minnesota.

The Star Tribune, my hometown newspaper, recently published
an article analyzing what is happening with rent collections in the
Twin Cities, and it found that 95 percent of Class A apartment
buildings—so the expensive ones where the people who have a lot
of money can live—95 percent of those renters are making their
rent payments. But only about 88 percent of renters in the afford-
able apartment buildings, the older ones, are able to make their
rent payments.

So I think we can see that—of course, it always helps if you have
more money. We are seeing the impact of this on low-income peo-
ple, and also, I think we are probably seeing the impact of Ex-
tended Unemployment Insurance and other help that we have pro-
vided to make that 88 percent number not be even higher.

So let me ask you, Chair Powell, about this. I know you do not
want to comment on specific proposals, but what would be the im-
pact on the housing market, especially the rental market, if Con-
gress does not provide some sort of long-term rental assistance to
people? What would be the impact of that, do you think?

Mr. PoweLL. Well, I think if people, for example, get evicted or
foreclosed upon and things like that, even their ability to get back
in the labor market becomes very challenged.

And just from a human—there is a sort of a moral issue and also
a economic issue at this particular time because of the likelihood
that we will have a fairly large population of people who are not
able to go back to their old jobs or even to find a new job in their
old industry.

So I just think those are things worth considering as you think
about what support to provide.

Senator SMITH. Yes.

And, Chair Powell, would you expect that if that were to happen,
that would also put incredible pressure on the landlords, some-
times public-private partnerships that own these affordable hous-
ing units, because they then lose their revenue stream in order to
keep those buildings up and running? Would you agree with that?

Mr. POwWELL. Yes. You could see pressure on the ownership as
well.

Senator SMITH. And would you see also that given—Ilike this is,
I think, sort of a stunning statistic for my home State. Only 25 per-
cent of Black families in Minnesota own their own home. The num-
ber is 76 percent of White families.

So would you agree that if we did see a surge of evictions, if evic-
tion forbearance, for example, expires—we do not take additional
action—that this would end up exacerbating the racial inequities
that we see in our economy right now?

Mr. POweLL. Yes, it would, and I think this pandemic, the way
it hits our economy, the way it hits the service economy particu-
larly, has been a real inequality increaser for the reasons we dis-
cussed earlier.

Those are the people—people losing their jobs are, to a large ex-
tent, service economy employees with relatively low wages and rel-
atively high percentages of minorities and also women.
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Senator SMITH. Yes.

Mr. POoweLL. That is who is bearing the brunt of this.

Senator SMITH. Right.

Well, I think this makes the case for why it is important that we
continue to really send rental eviction forbearance, but also, it
makes the case, I think, for why the bill that Senator Brown and
many others of us are working on to provide $100 billion in emer-
gency rental assistance so that these families do not have to lose
their housing, therefore, making it so much more difficult for us to
recover and also exacerbating these fundamental and systemic in-
equities that we see in our economy overall.

Thank you, Chair Powell.

Chairman CraPO. Thank you.

Senator Moran.

Senator MORAN. Mr. Chairman, thank you. Mr. Chairman, thank
you. I appreciate that you are putting your intellect and expertise
so diligently to work to repair our economy. I very much appreciate
what you are doing, Mr. Powell.

Let me tell you that I am concerned. We think PPP—I think PPP
worked pretty well for our smallest employers. It has been my hope
that Main Street Lending Program will be a similar kind of solu-
tion for larger companies in Kansas.

It does not really matter if you have lost your job, whether you
work for a company that employs 9,000 people or employs 900. You
are still out of a job, and we have a lot of work to do in that regard.

But, Chairman, I am really concerned, genuinely concerned that
we may see Main Street Lending Program not have a material im-
pact in helping small- and medium-sized businesses in Kansas and
across the country, and the end result of that is certainly a failure
to recover quickly, continuing unemployment, but perhaps a result
in which larger companies that have been able to raise cash in re-
cent weeks will consolidate their market share at the expense of
those smaller businesses that were unable to do so in the commer-
cial market.

So I have a lot of hope for the Main Street program, and I need
t(i bﬁ assured that it is going to accomplish what it needs to accom-
plish.

But I think the Main Street program is essentially saying that
it will stand by a syndicate partner for a fairly narrow class of
credit agreements. But as far as I can tell, banks do not need help
in syndicating profitable loans, and neither do they want any part
of even 5 percent of unprofitable loans.

So to me, it appears there is little in the program that actually
incentivize banks to originate these loans for new customers. So I
am nervous, especially because if we have to make changes to it,
the changes come so late, months from now. It will be too late for
many of my constituent businesses who employ lots of people in
Kansas.

Can you give me your thoughts concerning my concerns and try
to reassure me that my concerns are unfounded?

Mr. POWELL. Sure.

So you do put your finger on some the challenges with approach-
ing the very broad, diverse Main Street space, which has different
appetites for credit. It is a heavily bank-dominated financing
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sector of the economy or a series of sectors of the economy, and
that means bank credit agreements, which are all individually ne-
gotiated. It is not like the bond market where there is quite a lot
of standardization.

So it is a challenge, and we really had no choice but to go
through the banking system to meet those borrowers. Where they
borrow is through banks, and also, we cannot do due diligence on
literally millions of companies. We are not set up to do that; where-
as, the banking system is exactly set up to do that.

So that is what we are doing, and the banks do have incentives.
They get to serve their customers a little better. They also get a
generous origination fee. So we feel there is substantial interest on
the part of bankers for this.

It is also the case, though, as it was with other facilities that the
amount of financial stress overall in the aggregate—I know there
are companies that do not fit this, but is lower than it was in
March and April. So we realized there are still plenty of companies
out there.

So the Main Street Facility is now open to lenders. The lenders
are registering. They can make loans right away, and within a
week or two, those loans will be bought by the facility itself—or 95
percent interest in them will be bought. The banks will be left with
5 percent. They get to keep their origination fee, and we will know
a lot more about the level of demand.

It is not just joining an existing syndicate. We do have a new
loan facility, and so we are open. We have three different facilities,
and we are opening one soon for nonprofits.

And as we have been since the very beginning, we are very open
to learning and adapting. We have made repeated changes to these
facilities to try to make them better, better structured to achieve
their goals, and we will continue to do that.

Senator MORAN. Chairman Powell, I appreciate your optimism,
and I am reluctant to be the pessimist. And I hope that you are
correct. Is there a Plan B, or that is something would just work out
as we react to the markets, the demand?

Mr. POWELL. So I think for all these facilities, we will be watch-
ing, and if we are hearing about companies for whom a loan is the
right answer, who do not for some reason qualify for the Main
Street Loan Facilities and should, then we will be adapting to that.
We will certainly be adapting.

Senator MORAN. Let me raise one other topic. I cannot see,
Chairman Crapo, the clock. So the next time, we need a bigger
square for me to at least read.

Chairman CRAPO. The clock has expired, so be quick.

Senator MORAN. Yes, sir.

EBIDTA, earnings before interest taxes, depreciation, and amor-
tization. That is a component of the Main Street program. I am
worried that there will be industries and businesses in which that
is a detriment and perhaps disqualifying for them.

I particularly raise this in the hotel industry where it would be
more advantageous to them to be able to rely on their 2019 net
earnings. I am interested in your thoughts in that regard.

And then I am also worried about—the indication by Treasury
and Fed is that we will operate under the CARES philosophy, of
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the spirit and purpose of CARES—I did not say that right—that
we will operate in the Main Street program under the spirit of
CARES, which is, I guess, a pretty uncertain term. And I am look-
ing—I think our businesses are looking for more certainty as to the
nature of how this program is going to work.

Can you help alleviate businesses’ concerns, the uncertainty that
surrounds, and any thoughts about EBIDTA?

Mr. POWELL. Sure.

Chairman CRAPO. And if you could be brief on this answer,
please, Mr. Chairman.

Mr. PoweLL. I will. Thank you, Mr. Chairman.

In terms of EBITDA, we are looking at last year’s EBIDTA. We
do appreciate that for some industries, there may be a better way
to approach that, and we are looking at that particularly, for exam-
ple, an asset-based approach. So that is something that we are
looking at.

Our big focus has been on getting the facility open, frankly. That
has been the main focus for now, and we are looking at past pre-
pandemic earnings, in any case. We are not taking into account the
effects of the pandemic for that purpose.

Senator MORAN. Thank you, Chairman Powell.

Mr. POweELL. Thank you.

Chairman CraPO. Thank you.

Senator Van Hollen.

Senator VAN HOLLEN. Thank you, Mr. Chairman and Ranking
Member Brown, and welcome, Chairman Powell.

I am a little late to the hearing. I was just on the floor of the
Senate calling for us to take up the Justice in Policing Act and ad-
dress, in an urgent way, issues of systemic racism. I am glad you
made the statement you did in your opening remarks.

I want to ask you about a statement made by Raphael Bostic, the
president of the Atlanta Fed, where he wrote on Friday, quote, Sys-
temic racism is a yoke that drags on the American economy, and
that a commitment to an inclusive society also means a commit-
ment to an inclusive economy. Do you agree with that statement?

Mr. POwELL. I do, absolutely.

Senator VAN HOLLEN. And it is urgent that we use all the tools
at our disposal to address that issue.

I saw President Trump celebrating the other day that the unem-
ployment rate in May ended up around 15 percent. It is nothing
really to celebrate, but in that same unemployment report and
data, we actually saw Black Americans’ unemployment rate go up
compared to the previous month, did we not?

Mr. POwELL. We did, and over the longer term, we see African
American unemployment running at approximately two times
White unemployment. And that is a feature of all different parts
of the business cycle.

Senator VAN HOLLEN. And also these ingrained issues in all as-
pects of our society from schools to financial systems.

Let me ask you this. I saw that Wall Street has responded favor-
ably to some of the most recent actions that the Fed just took.
When it comes to helping those people who are most hurt economi-
cally by this downturn—and you have spoken about them, the fact
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that 40 percent of individuals with incomes under $40,000 found
themselves out of a job.

When it comes to those individuals who are hardest hit, would
you agree that a fiscal policy is probably a more effective tool in
addressing those issues than the instruments that the Fed has at
its disposal?

Mr. POWELL. In the short and medium term, yes, fiscal policy. In
the long term, maximum employment is a great thing.

What we had the last couple of years, a 50-year low in unemploy-
ment was really making a difference in those communities, and we
were very pleased to see that we were hearing that from people in
those communities. But for now, fiscal policy is critical.

Senator VAN HOLLEN. Right. But in the short term—and, of
course, a lot of those gains were erased in a very short time, and
our goal has to be, does it not, to try to get back to where we were
as soon as possible and then start improving again? Would you
agree that that should be the goal?

Mr. POWELL. Very much so. Absolutely. It certainly is for us.

Senator VAN HOLLEN. And do you agree with the letter? I am not
sure what your testimony is as to whether or not you saw a letter,
but we have a letter we received this morning from Ben Bernanke,
Janet Yellen, and over 120 other very respected economists about
the urgent need to take more fiscal action.

Given what you just said about the short term and fiscal policy
as a ‘;cool, do you agree with their statements that we need to do
more?

Mr. POWELL. So I saw the headline, saw the first two sentences
of the story. I have not had a chance to read the—it went across
the tape just before I walked in here. So I will look at it.

In fiscal policy, what I would say is we are not in a position of
giving you advice, and you have reacted. Congress has done the
most it has ever done—14 percent of GDP, $3 trillion. We have
done the most we have ever done.

As this plays out, it is likely that there will be a group that
struggles to regain employment. Because they were working in
those industries that are so strongly affected, it is likely that they
will need help, and they may need help from the Fed, and they
may need help from you too.

Senator VAN HOLLEN. Well, I take it from your previous response
that especially when it comes to short-term downturns that fiscal
policy is the most effective instrument to deal with the short-term
impacts.

We have lost 1.5 million jobs, State and local government levels,
over the last 2 months. That is a drag on the economy, is it not?

Mr. POWELL. Yes, it is. It is one of the largest employers. State
and local governments are one of the largest employers. I think 13
million people.

Senator VAN HOLLEN. So should not all of us, using the tools at
our disposal, try to stop the continued loss of jobs at the State and
local level?

Mr. POWELL. So we did discuss this earlier, and I would say it
is certainly an area where I would be looking if I were you.

State and local governments provide those critical services, and
they have balanced budget requirements. So the layoffs come very
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quickly when unemployment—sorry—when revenues go down and
expenses go up, and that is going to weigh on the economy. So

Senator VAN HOLLEN. And are you aware of the fact that in
many cases, State and local governments are making their fiscal
decisions as of July 1st as to whether or not to cut back on their
budgets and lay people off?

Mr. POWELL. Yes, and more.

Senator VAN HOLLEN. Mr. Chairman, just in closing, it would
seem to me, given all those facts, that Congress would be negligent
in leaving town before the 4th of July for the 4th of July break
without providing this additional relief to State and local govern-
ment employees but to others, also.

So thank you. Thank you to both Chairman and to Ranking
Member Brown.

Chairman CraPO. Thank you.

And do we have Senator Sinema on now?

Senator SINEMA. Yes, Mr. Chairman. I am here.

Chairman CrAPO. Go ahead.

Senator SINEMA. Well, thank you, Mr. Chairman, and thank you
to Chairman Powell for joining us again today. We appreciate it.

Chairman Powell, immediate economic stabilization, as we saw
with the PPP program and other coronavirus relief funds, will con-
tinue to be necessary as we shield the economy from the worst ef-
fects of this pandemic and work to save lives.

Disease experts and other health officials warn of a harsher sec-
ond wave of the virus in the fall.

I recently urged the Administration to implement a national test-
ing and infection tracking strategy to help stop the spread of
coronavirus and protect Arizonans from future waves.

Would you agree that a robust infection tracking regime that en-
ables U.S. businesses to reopen and operate safely would have a
positive effect on economic growth?

Mr. POWELL. I absolutely would.

I think anything that enhances the public’s confidence and abil-
ity to become ever more confident that it is safe to go out and take
part in the economy will have very high returns for the economy.

Senator SINEMA. Well, thank you.

The Federal Reserve projects the U.S. economic output will de-
crease by 6.5 percent at the end of this year, compared to 2019.
Does this projection assume a potential second wave of coronavirus
and the accompanying economic impacts?

Mr. POWELL. That number is actually just—I should say that is
just the median of the 17 projections by the 17 participants in the
FOMC. So it is not an official projection of the Fed or anything like
that.

And it will be based on different assumptions made by different
people. Each of the 17 will have probably made a somewhat dif-
ferent assumption.

I would think the answer to your question, though, largely will
be no. Largely, that is not a number in our—my colleagues will not
principally have assumed that there will be a substantial second
wave.

Senator SINEMA. Oh, that is concerning.
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Congress will need to find the best path forward as we navigate
an unprecedented and evolving pandemic. Arizonans and Ameri-
cans count on our leaders to follow the science and the facts to pro-
tect public health and rebuild our economy. Businesses and fami-
lies will need immediate economic relief if case counts worsen and
further restrictions are warranted.

Would you agree, given the possibility of several future waves of
the virus, that identifying nimble, flexible economic stabilizers to
quickly make impacted businesses and families stable would be
beneficial for our economic growth?

Mr. POWELL. So I think the question of automatic stabilizers is
a classic fiscal policy question and one that you and your colleagues
will have to sort out.

I do think that—I think that the response that Congress has
made so far, particularly in the PPP program, the checks and the
enhanced unemployment insurance, has made a big difference in
where the economy is now.

Senator SINEMA. Thanks.

And, finally, I want to briefly discuss relief to State and local
governments. I appreciate your efforts to provide our State and
local governments greater access to the Municipal Liquidity Facil-
ity, and I would encourage you to take further action to allow
smaller Arizona cities, towns, and counties to access this financing.

Economic studies show that the 2008 recession was significantly
prolonged due to shortfalls in State and local government funding.
Do you agree with that analysis, and would you agree that address-
ing State and local funding shortfalls would have a meaningful ef-
fect on the overall economic outlook?

Mr. POWELL. So we do know—or the research does show that in
the aftermath of the global financial crisis during what we call the
“Great Recession” that State and local governments did weigh on
economic activity. There were a lot of layoffs and not much hiring,
and I think State and local governments had an even higher per-
centage of the labor force back then.

In terms of what Congress should do, I do think that that is an
area that is worth some attention because of what we discussed.

Senator SINEMA. Thank you, Mr. Chairman, and thank you to
Ranking Member Brown. I look forward to working together on a
path to recovery, and, Mr. Chairman, I yield back.

Chairman CraPO. Thank you, Senator Sinema.

Senator Brown has asked for one more question, and then we
will conclude our questioning.

Senator Brown.

Senator BROWN. Thank you, Mr. Chairman, always for your in-
dulgence. One question and then a brief comment.

Thank you, Chair Powell. I know your fiscal policy is not within
your province, as you say many times, but I have been impressed
by your thoughtful answers, particularly on State and local govern-
ment assistance and on preventing evictions on rental assistance.
And those are such important issues.

My question is pretty simple: Will Congress make inequality
worse if we are not as thoughtful as you have been in our fiscal
response?

Mr. POwWELL. That is a hard form of the question.
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I think this whole episode with the pandemic is very tough on
low- and moderate-income communities, and again, I think Con-
gress has done a lot compared to other downturns here. And it is
having a real effect, and I think there may well be a need to do
more and for us as well.

Senator BROWN. Thank you. And I have heard your public state-
ments. I appreciate that.

I would just add Mr. Chairman, I am going to join—Senator
Jones mentioned reading one of the most extraordinary pieces of
writing in American history. I am joining him with, I believe, four
other Senators. There will be three in each party, maybe four in
each party, and to read from Dr. King’s letter from the Bir-
mingham jail. He reminds us that we always make excuses to wait
to address racism. I know there is a lot going on, but what we do
now matters.

I want you to take that seriously. I think you do. I appreciate,
as I said, your thoughtful comments. We cannot ignore how our in-
stitutions and our policies—and the Fed is central to that—have
contributed to inequality in this country.

And my question about your working with us on this is a serious
one. I appreciated your saying you talked to other Fed Governors
about that. I hope you will lead the Fed, as I hope Congress will
step up as well, to address this most basic of American problems.

So, Mr. Chairman, Chairman Crapo, thank you, and, Chair Pow-
ell, Thank you.

Mr. POwWELL. Thank you.

Chairman CRAPO. Thank you, Senator Brown.

And that does conclude today’s testimony, the testimony and the
questioning.

Chairman Powell, I would like to join with those who have com-
mended you on the service that you and our Federal Reserve has
given to the country in dealing with this pandemic and appreciate
you being here with us today as well.

We look forward to continuing to work with you as you imple-
ment the various 13(3) facilities and the other responses that fall
within your purview to this crisis, and once again, thank you for
taking of your time to give us your wisdom today in the hearing.

For Senators who wish to submit questions for the record, those
questions are due on Tuesday, June 23rd.

I ask that, Chairman Powell, you respond to those questions as
quickly as you can.

This hearing is adjourned.

[Whereupon, at 12:29 p.m., the hearing was adjourned.]

[Prepared statements, responses to written questions, and addi-
tional material supplied for the record follow:]
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PREPARED STATEMENT OF CHAIRMAN MIKE CRAPO

Today, Federal Reserve Chairman Jerome Powell will update the Committee on
monetary policy developments and the state of the U.S. economy.

It has only been 4 months since the last Humphrey-Hawkins hearing, but we are
seeing a significantly different economy today; one that has been racked by the
physical and economic impact of the COVID-19 pandemic and ensuing shutdowns.

Chairman Powell, you have stated that the Federal Reserve is . strongly
committed to using our tools to do whatever we can and for as long as it takes to
provide some relief and stability, to ensure the recovery is as strong as possible.’

Additionally, the Fed has purchased more than $2 trillion in Treasury and mort-
gage securities since the pandemic sparked a massive flight for safe, cash-like assets
in mid-March.

. Because of this, the Fed’s balance sheet has expanded to more than 7 trillion dol-
ars.

Congress, the Administration and regulatory agencies have taken extreme actions
to protect and stabilize the infrastructure of our economic system.

The CARES Act has been central to that effort, and recent statistics indicate our
efforts are working.

In fact, the Bureau of Labor Statistics announced on June 5 encouraging signs
for jobs and the economy, that nonfarm payroll employment rose by 2.5 million in
May, and the unemployment rate declined to 13.3 percent.

According to the report, these “improvements in the labor market reflected a lim-
ited resumption of economic activity that had been curtailed in March and April due
to the coronavirus (COVID-19) pandemic and efforts to contain it.”

Title IV of the Act provided a $500 billion infusion in the Exchange Stabilization
Fund, up to $454 billion of which can be used to support the Federal Reserve’s
emergency lending facilities, such as the Main Street Lending facilities and the Mu-
nicipal Lending Facility.

The Fed has set up facilities funded both under and outside of the CARES Act,
and there is evidence that the mere announcement of some of those facilities have
had a positive and stabilizing effect on markets, even before becoming operational.

Although any positive effect of these facilities is welcome, getting them fully oper-
ational ensures that they achieve their full effect.

On June 8, 2020, the Federal Reserve announced positive changes to the term
sheet to the Main Street Facilities that will allow additional smaller and medium-
sized businesses to access the facilities.

As I have urged in previous hearings, it is now time to get the Main Street and
other outstanding facilities up and running.

In addition to emergency lending facilities, the Fed can continue to right-size reg-
ulations to increase lending and access to credit in the economy.

In response to a letter that I sent to the Federal banking regulators on April 8,
Vice Chairman Quarles noted that “Congress should consider modifying section 171
of the Dodd-Frank Act (‘The Collins Amendment’) to allow regulators to provide
glexibil(iity under Tier 1 leverage requirements as banks respond to increased credit

emand.”

There are also several proposed rules that the agencies were working on before
COVID-19, and I encourage the agencies to finalize these rules as soon as possible,
such as the Volcker covered funds rule and the inter-affiliate margin rule.

During this hearing, I look forward to hearing more on the state of the economy,
including its response to the CARES Act; an update on the status of the 13(3) emer-
gency lending facilities; how the facilities have provided or stand to provide nec-
essary credit to households, businesses, States and local governments; and addi-
tional regulatory and legislative changes that can increase credit and liquidity in
the marketplace and further support the economy.

Chairman Powell, thank you for joining us today.

PREPARED STATEMENT OF SENATOR SHERROD BROWN

Thank you, Mr. Chairman, for holding this virtual hearing, and thank you, Chair
Powell, for participating in this hearing remotely to practice social distancing and
to prevent the potential spread of coronavirus, which is not dropping dramatically,
gut still spreading, and is still taking the lives of hundreds more Americans every

ay.

Across the country, in big cities and small towns alike, Americans are calling for
their Government to respond to the health and economic impact of the pandemic.
They are outraged over the killings of Breonna Taylor, George Floyd, Ahmaud
Arbery, Rayshard Brooks, and so many other Black Americans. They are demanding
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justice and an end to the systemic racism that pervades every aspect of American
society, including our economy.

Your job, and our job on this Committee, is to oversee our economic system—to
be good stewards of our economy.

That requires seeing our economy as it actually is. You’re not overseeing some
theoretical academic model of a perfect market. The evils of racism have been woven
into the fabric of our nation’s history since the beginning. Look at housing—we see
how it works, from Jim Crow to redlining to today’s OCC dismantling an important
civil rights law.

We can’t rely on the market to sort itself out—it never has and it never will.

We know Black workers earn less than their White peers who do the same jobs
and have the same education levels. We know Black families are far less likely to
own their homes than White families. We know Black students borrow more and
pay more for college. We know Black retirees have less money for retirement, and
less wealth to pass on to their children.

Many—including some members of the House and Senate—suggest, both in their
statements and in their policies, that Black Americans are uneducated, don’t work
hard, don’t want to start businesses or buy homes or save or invest. That’s a false,
racist narrative.

The real reason behind the disparities is that we have centuries of systematic op-
pression that denies Black Americans the opportunity to fully participate in our
economy.

And whenever we try to fix it, the people who created or perpetuated that sys-
tem—people who have no problem intervening in the market to save corporations
and the White men who run them—say oh no, we can’t have Government meddling
in the economy.

Let’s be clear: Government has always intervened in the economy. It’s only been
a question of who it’s intervening on behalf of—corporations, the wealthy, the privi-
leged? Or the people who make this country work? That contrast has probably never
been clearer than it is today.

Workers are the people who make this economy run. It’s not the CEOs and other
executives, but the people who stock our shelves, deliver our packages, operate our
subways and buses, and care for our health. We have finally started calling these
workers—mostly women, disproportionately Black and brown workers—we have fi-
nally started calling these workers what they are: “essential.”

But our companies and our Government have not started treating them that way.

Even before the pandemic, this economy wasn’t working for working Americans.
Our essential workers faced barriers to housing and healthcare. Wages were stag-
nant and wealth inequality continued to rise. Corporations making record profits re-
warded their executives with huge bonuses, and increased dividends and stock hold-
ings, juiced by buybacks. They weren’t using their record profits to pay their essen-
tial workers what they are worth.

Now these same companies that have been lining the pockets of their investors
and executives, at the expense of their workers, now want the Government to cush-
ion the landing during this crisis.

And Congress asked the Treasury and Federal Reserve to serve as a life raft—
to lend trillions of dollars to support our economy during this unprecedented time.

But while the Treasury and Fed are helping financial markets and corporations,
you are not holding up the other end of the deal—we also asked you to make sure
that working Americans remained employed and safe.

Big corporations are staying afloat—just look at the stock market—but the num-
ber of Americans out of a job is now over 20 million.

We saw how this played out in the 2008 financial crisis. Government intervened
to help banks and corporations—and they were all too happy to take the bailouts.
No complaints of “Government handouts” there-in fact it was considered “patriotic.”

But millions of Americans were left behind—losing their jobs, their homes, getting
paid less. Many of us fought for more help, more stimulus, for the people who make
the economy work—and Wall Street and its allies in Washington called that a hand-
out, Government meddling, market interference.

History is repeating itself.

As COVID-19 spread across the country earlier this year, many workers—mostly
Black and brown—found themselves thrown from one crisis into the next.

As it currently stands, and with no steps taken to actually ensure the money they
are lending goes to workers, Treasury and the Fed are only reinforcing the inequi-
ties between workers and Wall Street, and between Black and brown Americans and
White Americans.

Chair Powell—you have said that Congress needs to do more to help our State
and local governments and put money directly in people’s pockets, and I agree.
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Democrats have a plan to get more help directly to working Americans. But Mitch
McConnell isn’t in any rush to help people, he says he sees “no urgency”—his words,
“no urgency.”

Leader McConnell and this Administration want to pretend like we are not in the
middle of a pandemic and an economic recession. They want to force people back
to work without real safety protections at the same low wages, while they shield
their Wall Street friends from liability if any of their workers get sick on the job.
We Warit people to go back to work, too—but they want us to return to “business
as usual.”

We know what “business as usual” means: Government intervention to put its
thumb on the scale for corporations and their wealthy shareholders, and “the free
market” for everyone else.

We can’t return to that “business as usual.”

The economy and justice are not separate issues.

The Americans who are protesting across this country are demanding more from
their Government. They want an end to police violence that take Black lives with
impunity. They want to know their voices are heard and their votes won’t be sup-
pressed. They want economic security. They want a safe place to live, and they want
a President who acts in his citizens’ interest—not his own.

They want to have faith in their Government.

Congress and the Fed can help restore some of that trust. It’s clear the White
House isn’t going to do it.

Both of us—Congress and the Fed alike—must take action now to support the
workers who make this economy run. That means providing help for immediate
needs and also addressing systemic racism and economic injustice. If we fail to act,
it will hurt many people and make inequality worse. The Fed can make sure compa-
nies that get bailed out keep paying their workers; that companies stop stock
buybacks and dividends on Wall Street, and adopt policies that combat inequality
rather than supercharge it.

The Fed cannot lend to big businesses and leave workers behind like we saw dur-
ing the last crisis. It’s time for all of us to be better stewards of the economy.

Chair Powell, I thank you for your service and your leadership. And I would urge
you to redouble your efforts to make sure that you and the thousands of talented
men and women who work with you are dedicated to taking steps to ensure that
this economy works for all Americans.

PREPARED STATEMENT OF JEROME H. POWELL
CHAIRMAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

JUNE 16, 2020

Chairman Crapo, Ranking Member Brown, and other Members of the Committee,
thank you for the opportunity to present the Federal Reserve’s semiannual Mone-
tary Policy Report.

Our country continues to face a difficult and challenging time, as the pandemic
is causing tremendous hardship here in the United States and around the world.
The coronavirus outbreak is, first and foremost, a public health crisis. The most im-
portant response has come from our healthcare workers. On behalf of the Federal
Reserve, I want to express our sincere gratitude to these dedicated individuals who
put themselves at risk, day after day, in service to others and to our Nation.

Current Economic Situation and Outlook

Beginning in mid-March, economic activity fell at an unprecedented speed in re-
sponse to the outbreak of the virus and the measures taken to control its spread.
Even after the unexpectedly positive May employment report, nearly 20 million jobs
have been lost on net since February, and the reported unemployment rate has
risen about 10 percentage points, to 13.3 percent. The decline in real gross domestic
product (GDP) this quarter is likely to be the most severe on record. The burden
of the downturn has not fallen equally on all Americans. Instead, those least able
to withstand the downturn have been affected most. As discussed in the June Mone-
tary Policy Report, low-income households have experienced, by far, the sharpest
drop in employment, while job losses of African Americans, Hispanics, and women
have been greater than that of other groups. If not contained and reversed, the
downturn could further widen gaps in economic well-being that the long expansion
had made some progress in closing.

Recently, some indicators have pointed to a stabilization, and in some areas a
modest rebound, in economic activity. With an easing of restrictions on mobility and
commerce and the extension of federal loans and grants, some businesses are open-
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ing up, while stimulus checks and unemployment benefits are supporting household
incomes and spending. As a result, employment moved higher in May. That said,
the levels of output and employment remain far below their pre-pandemic levels,
and significant uncertainty remains about the timing and strength of the recovery.
Much of that economic uncertainty comes from uncertainty about the path of the
disease and the effects of measures to contain it. Until the public is confident that
the disease is contained, a full recovery is unlikely.

Moreover, the longer the downturn lasts, the greater the potential for longer-term
damage from permanent job loss and business closures. Long periods of unemploy-
ment can erode workers’ skills and hurt their future job prospects. Persistent unem-
ployment can also negate the gains made by many disadvantaged Americans during
the long expansion and described to us at our Fed Listens events. The pandemic
is presenting acute risks to small businesses, as discussed in the Monetary Policy
Report. If a small- or medium-sized business becomes insolvent because the econ-
omy recovers too slowly, we lose more than just that business. These businesses are
the heart of our economy and often embody the work of generations.

With weak demand and large price declines for some goods and services—such as
apparel, gasoline, air travel, and hotels—consumer price inflation has dropped no-
ticeably in recent months. But indicators of longer-term inflation expectations have
been fairly steady. As output stabilizes and the recovery moves ahead, inflation
should stabilize and then gradually move back up over time closer to our symmetric
2 percent objective. Inflation is nonetheless likely to remain below our objective for
some time.

Monetary Policy and Federal Reserve Actions To Support the Flow of
Credit

The Federal Reserve’s response to this extraordinary period is guided by our man-
date to promote maximum employment and stable prices for the American people,
along with our responsibilities to promote the stability of the financial system. We
are committed to using our full range of tools to support the economy in this chal-
lenging time.

In March, we quickly lowered our policy interest rate to near zero, reflecting the
effects of COVID-19 on economic activity, employment, and inflation, and the
heightened risks to the outlook. We expect to maintain interest rates at this level
until we are confident that the economy has weathered recent events and is on
track to achieve our maximum-employment and price-stability goals.

We have also been taking broad and forceful actions to support the flow of credit
in the economy. Since March, we have been purchasing sizable quantities of Treas-
ury securities and agency mortgage-backed securities in order to support the smooth
functioning of these markets, which are vital to the flow of credit in the economy.
As described in the June Monetary Policy Report, these purchases have helped re-
store orderly market conditions and have fostered more accommodative financial
conditions. As market functioning has improved since the strains experienced in
March, we have gradually reduced the pace of these purchases. To sustain smooth
market functioning and thereby foster the effective transmission of monetary policy
to broader financial conditions, we will increase our holdings of Treasury securities
and agency mortgage-backed securities over coming months at least at the current
pace. We will closely monitor developments and are prepared to adjust our plans
as appropriate to support our goals.

To provide stability to the financial system and support the flow of credit to
households, businesses, and State and local governments, the Federal Reserve, with
the approval of the Secretary of the Treasury, established 11 credit and liquidity
facilities under section 13(3) of the Federal Reserve Act. The June Monetary Policy
Report provides details on these facilities, which fall into two categories: stabilizing
short-term funding markets and providing more-direct support for credit across the
economy.

To help stabilize short-term funding markets, the Federal Reserve set up the
Commercial Paper Funding Facility and the Money Market Liquidity Facility to
stem rapid outflows from prime money market funds. The Fed also established the
Primary Dealer Credit Facility, which provides loans against good collateral to pri-
mary dealers that are critical intermediaries in short-term funding markets.

To more directly support the flow of credit to households, businesses, and State
and local governments, the Federal Reserve established a number of facilities. To
support the small business sector, we established the Paycheck Protection Program
Liquidity Facility to bolster the effectiveness of the Coronavirus Aid, Relief, and
Economic Security Act’'s (CARES Act) Paycheck Protection Program. Our Main
Street Lending Program, which we are in the process of launching, supports lending
to both small and midsized businesses. The Term Asset-Backed Securities Loan
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Facility supports lending to both businesses and consumers. To support the employ-
ment and spending of investment-grade businesses, we established two corporate
credit facilities. And to help U.S. State and local governments manage cash flow
pressures and serve their communities, we set up the Municipal Liquidity Facility.

The tools that the Federal Reserve is using under its 13(3) authority are appro-
priately reserved for times of emergency. When this crisis is behind us, we will put
them away. The June Monetary Policy Report reviews the implications of these tools
for the Federal Reserve’s balance sheet.

Many of these facilities have been supported by funding from the CARES Act. We
will be disclosing, on a monthly basis, names and details of participants in each
such facility; amounts borrowed and interest rate charged; and overall costs, reve-
nues, and fees for each facility. We embrace our responsibility to the American peo-
ple to be as transparent as possible, and we appreciate that the need for trans-
parency is heightened when we are called upon to use our emergency powers.

We recognize that our actions are only part of a broader public-sector response.
Congress’s passage of the CARES Act was critical in enabling the Federal Reserve
and the Treasury Department to establish many of the lending programs. The
CARES Act and other legislation provide direct help to people, businesses, and com-
munities. This direct support can make a critical difference not just in helping fami-
lies and businesses in a time of need, but also in limiting long-lasting damage to
our economy.

I want to end by acknowledging the tragic events that have again put a spotlight
on the pain of racial injustice in this country. The Federal Reserve serves the entire
Nation. We operate in, and are part of, many of the communities across the country
where Americans are grappling with and expressing themselves on issues of racial
equality. I speak for my colleagues throughout the Federal Reserve System when
I say, there is no place at the Federal Reserve for racism and there should be no
place for it in our society. Everyone deserves the opportunity to participate fully in
our society and in our economy.

We understand that the work of the Federal Reserve touches communities, fami-
lies, and businesses across the country. Everything we do is in service to our public
mission. We are committed to using our full range of tools to support the economy
and tbo1 help assure that the recovery from this difficult period will be as robust as
possible.

Thank you. I am happy to take your questions.
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR BROWN
FROM JEROME H. POWELL

Q.1. The Federal Reserve’s Main Street Lending Facilities do not
require borrowing companies to retain workers. Over 20 million
people are currently unemployed, and the Black unemployment
rate is higher at 16.7 percent, compared to the White unemploy-
ment rate of 14.2 percent. Black workers have suffered record job
losses and disproportionately comprise the group of essential work-
ers continuing to go to their workplaces without adequate protec-
tion and at lower wages. How will the lack of worker protection
and retention requirements in the Main Street Lending Facilities
exacerbate racial disparities in wealth, income, and employment?
Did the Federal Reserve consider these disparities when creating
the facilities? If the Federal Reserve makes further changes to the
facilities, will it consider these factors?

A.1. Response not received in time for publication.

Q.2. We saw how the rollout of the Paycheck Protection Program
made it difficult for underserved communities, community-based
lenders, and minority-owned businesses to access funding. Minority
Depository Institutions and Community Development Financial In-
stitutions are more likely to be lending to minority-owned busi-
nesses. How will the Federal Reserve ensure that these lenders
and the minority-owned businesses that they support will have fair
and equal access to the Main Street Lending Facilities? Will the
Federal Reserve report the loan amounts that minority-owned busi-
nesses receive through the facility, and the total amount of Main
Street loans that MDIs and CDFIs originate through the facility?
Is the Fed considering or consulting with CDFI or small business
stakeholders about any other support for CDFI small business
lending, particularly for underserved minority-owned small busi-
nesses?

A.2. The Federal Reserve has taken a number of actions to facili-
tate broad coverage by the Main Street Lending Program (Main
Street). Recognizing that the circumstances, structure, and needs of
small and medium-sized for-profit and nonprofit organizations vary
considerably, the Federal Reserve sought feedback from a wide
range of potential borrowers, lenders, and the public on the pro-
posed terms of the facilities to help make Main Street as efficient
and effective as possible. Based on this feedback, the Federal Re-
serve has modified the terms of Main Street to provide greater ac-
cess to credit for small and medium-sized for-profit and nonprofit
organizations that were in sound financial condition prior to
COVID-19.

To provide potential lenders with information about Main Street
and to address their questions in real time, the Federal Reserve
has recorded 14 webinars and conducted a number of other events
(including three in collaboration with the Small Business Adminis-
tration (SBA)) explaining aspects of Main Street and engaging in
question and answer sessions. On June 24, the Federal Reserve
hosted a webinar on Main Street targeted toward minority- and
women-owned businesses, and on August 4, the Federal Reserve
hosted a webinar targeted toward tribal businesses. The Federal
Reserve is exploring additional outreach to raise awareness of the
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program among women- and minority-owned businesses and in
low- and middle-income communities.

To encourage their involvement in Main Street, the Federal Re-
serve has also conducted outreach to minority depository institu-
tions (MDI) and community development financial institutions
(CDFI) to provide opportunities to learn about the program. On
July 1, as part of the Federal Reserve’s Partnership for Progress
program, staff of the Federal Reserve Board and Federal Reserve
Bank of Boston (FRBB), together with the National Bankers Asso-
ciation, held a briefing on Main Street for MDIs. On August 4, Fed-
eral Reserve Board and FRBB staff attended a National Business
Inclusion Consortium event to present the details of Main Street.
On August 12, staff participated in an event sponsored by the U.S.
Department of Commerce’s Minority Business Development Agency
and provided a Main Street overview.

Most recently on October 30, the Federal Reserve Board adjusted
the terms of Main Street to better target support to smaller busi-
nesses that employ millions of workers and are facing continued
revenue shortfalls due to the pandemic. In particular, the min-
imum loan size for three Main Street facilities available to for-prof-
it and nonprofit borrowers has been reduced from $250,000 to
$100,000.

The Federal Reserve will continue to assess the efficacy of Main
Street, including its effects on low-income or minority communities.
The Federal Reserve will collect and disclose information regarding
Main Street during the operation of the facilities, including infor-
mation regarding names of lenders and borrowers, amounts bor-
rowed and interest rates charged, and overall costs, revenues, and
other fees. We will also continue to conduct outreach sessions to
underserved communities to promote Main Street awareness. In
addition, we will continue to monitor broader credit conditions
across different communities and geographies and weigh adjust-
ments needed to reach eligible borrowers.

Q.3. Under what authority did the Federal Reserve rely in modi-
fying the SMCCF to create an index of corporate bonds to pur-
chase? To what extent will this allow issuers to avoid meeting all
Eligible Issuer requirements that the Federal Reserve originally es-
tablished for participation in the SMCCF? Please provide all anal-
yses of the Fed’s authority to invest in all corporate bonds regard-
less of eligibility requirements.

A.3. Response not received in time for publication.

Q.4. State and local governments are facing severe financial strain
in dealing with the pandemic. The Federal Reserve established the
Municipal Liquidity Facility (MLF) to help State and local govern-
ments better manage cash flow pressures in order to serve their
communities. Yet, the terms of the facility, including limits on ma-
turity length and pricing, make it difficult for most States and lo-
calities to benefit from the program. These terms are much more
restrictive than the terms for the Corporate Credit Facilities, in-
cluding the Secondary Market Corporate Credit Facility, which the
Federal Reserve recently expanded even further. Please explain the
Federal Reserve’s process and analysis for determining the terms
of the MLF. Why did the Federal Reserve choose to lend to
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corporate borrowers on less restrictive terms than States and mu-
nicipalities?
A.4. Response not received in time for publication.

Q.5. State and local governments also employ a higher proportion
of Black workers than other industries. Will the restrictive terms
of the MLF exacerbate racial inequality?

A.5. Response not received in time for publication.

Q.6. The Federal Reserve’s June 12, 2020, Monetary Policy Report
noted that financial-sector vulnerabilities are expected to be signifi-
cant in the near term, and the strains on households and busi-
nesses from the economic and financial shocks since March will
likely create persistent fragilities. Please describe the specific
vulnerabilities facing our financial system. To what extent is the
Federal Reserve coordinating with other Federal banking agencies
and through the Financial Stability Oversight Council (FSOC) to
address these risks? What is the Federal Reserve and FSOC doing
to address these risks?

A.6. Response not received in time for publication.

Q.7. The June Monetary Policy Report highlighted risks associated
with liquidity and maturity transformation in the nonbank finan-
cial sector. Please elaborate on these vulnerabilities in the nonbank
financial sector. What is the Federal Reserve doing to address
these risks? What is the Federal Reserve’s analysis of how its mon-
etary policy actions, including its corporate bond purchases and
lending to leveraged companies, could exacerbate these wvul-
nerabilities?

A.7. Response not received in time for publication.

Q.8. The latest “FedListens” Report! notes that many of the newly
unemployed are facing a cliff when supplementary unemployment
insurance runs out: “many who have been laid off are benefiting
now from the one-time stimulus checks and temporary increase in
unemployment insurance (UI) benefits enacted in the CARES Act.
The supplementary UI will end this summer. At that point, it will
be difficult for many families to meet their financial commit-
ments—rent, food, utilities, and other payments—if the economic
downturn continues and the benefits are not renewed.”

The suspension of interest, payments, and involuntary collections
on Federal student loans enacted in the CARES Act expires Sep-
tember 30th. The foreclosure moratorium expired on May 17th, al-
though the Federal agencies have extended that moratorium
through August 31st. The moratorium on evictions for renters in
federally backed properties or who are receiving Federal assistance
expires on July 24th. Don’t student loan borrowers, homeowners,
and renters face the same fiscal cliff that those whose UI benefits
will run out face if these protections are not extended? The Federal
Reserve is making monetary policy predictions based on assump-
tions about fiscal policy—what happens after the CARES Act Fed-
eral student loan suspension and moratoria on foreclosures and
evictions ends? How will this exacerbate inequalities for Black and
Latinx borrowers and households?

1 https:/ |www.federalreserve.gov [ publications/files / fedlistens-report-20200612.pdf.
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A.8. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TOOMEY
FROM JEROME H. POWELL

Q.1. Outside of the PPP program, how have small- and medium-
sized businesses accessed credit during the COVID-19 crisis, given
that most cannot access bond markets and the Main Street facili-
ties have not been running yet?

A.1. Banking organizations entered this crisis in strong financial
condition and have been able to continue to lend, including to
small- and medium-sized businesses. As you know, the Small Busi-
ness Administration’s (SBA) Paycheck Protection Program (PPP)
has approved over $500 billion in loans to provide funds for payroll
costs, mortgage and rent payments, and utilities. The Federal Re-
serve’s PPP Liquidity Facility (PPPLF) supports the PPP by sup-
plying liquidity to participating financial institutions through the
extension of credit to eligible financial institutions that originate
PPP loans by taking the loans as collateral. As of August 31, 2020,
the PPPLF had advanced over $68 billion to financial institution
lenders, providing liquidity to the institutions for additional lend-
ing.

Businesses in certain sectors that have been particularly chal-
lenged by COVID-19 have reported continued difficulty in access-
ing credit; however, the most recent monthly survey from the Na-
tional Federation of Independent Business (NFIB) released in Au-
gust indicates that small businesses have been able to meet their
funding needs in recent months largely due to the PPP.1

Small- and medium-sized businesses and nonprofit organizations
were eligible for the SBA’s Economic Injury Disaster Loans (EIDL).
The purpose of the program was to provide economic relief to busi-
nesses experiencing a temporary loss of revenue. Proceeds could be
used for a variety of business-related expenses. As of August 24,
2020, the SBA reports that over $188 billion in EIDL loans were
approved.

All of the Main Street Lending Program (Main Street) facilities
are now operational.2 Main Street was established to support lend-
ing to small- and medium-sized businesses that were in sound
financial condition prior to the onset of COVID-19. As of October
15, 2020, the Main Street facilities had purchased participations in
318 loans, totaling just over $3 billion. More than 602 lenders have
registered to participate in the program, representing more than
half of the U.S. banking assets. Additionally, on October 30, the
Federal Reserve Board (Board) adjusted the terms of Main Street
to better target support to smaller businesses that employ millions
of workers and are facing continued revenue shortfalls due to the
pandemic. In particular, the minimum loan size for three Main
Street facilities available to for-profit and nonprofit borrowers has
been reduced from $250,000 to $100,000. We are monitoring this

1William C. Dunkelberg and Holly Wade (2020), NFIB Small Business Economic Trends
(Washington: National Federation of Independent Business, June), https://assets.nfib.com/
nfibcom | SBET-June-2020.pdf.

2The Main Street facilities that are currently operational include the Main Street New Loan
Facility, Main Street Expanded Loan Facility, and Main Street Priority Loan Facility.
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program and will make adjustments as needed to encourage par-
ticipation by financial institutions.

Q.2. What metrics are the Fed using to get a real-time measure of
credit needs for small- and medium-sized businesses?

A.2, The Federal Reserve conducts the Small Business Lending
Survey (SBLS) quarterly, collecting quantitative and qualitative in-
formation that is used to understand credit market conditions for
bank lending to small businesses. The SBLS captures detailed,
comprehensive information that is not otherwise available about
small business lending and how it changes from quarter to quarter.
Specifically, quantitative information is collected on commercial
and industrial loan amounts, interest rates, maturities, and lend-
ing terms for term loans and lines of credit with fixed and variable
interest rates, and applications received and approved. In addition,
qualitative information is collected on changes in credit standards
and terms and loan demand, as well as reasons for those changes.
Special questions may be included in the SBLS to capture informa-
tion about topics of interest or emerging risks. For the quarter end-
ing March 31, 2020, the special question was, “How has COVID-
19 impacted your bank’s small business customers and what steps
has your bank taken to mitigate these impacts?” The June SBLS
included questions about current lending standards in comparison
to standards over the past 15 years to assess the availability of
credit to creditworthy borrowers, including small- and medium-
sized businesses. The third quarter SBLS included questions about
Main Street, specifically about why registered banks were not ap-
proving Main Street loans and why banks did not register for the
program. Responses to the SBLS questions will be considered in as-
sessing the efficacy of Main Street.

The Federal Reserve dedicates substantial resources to provide
oversight of lending in supervised institutions. We closely supervise
institutions with larger exposures to small business loans through
processes such as the Comprehensive Capital Analysis and Review,
the Horizontal Capital Review, and dedicated supervisory teams.
Data is collected on Schedule RC-C Part II—Loans to Small Busi-
nesses and Small Farms regarding the number and current amount
outstanding. Additionally, we review industry information, such as
the NFIB’s Small Business Economic Trends.

Q.3. The balance sheet currently stands above $7 trillion. Does the
Fed have a plan to unwind it as the economy becomes in less need
of accommodative support? If not, when will the Fed start making
a plan to unwind it?

A.3. The growth of our balance sheet this year initially reflected
our actions to stabilize the financial system and thereby support
the flow of credit to households and businesses amid the pandemic.
Our ongoing actions continue to sustain smooth market functioning
and help foster accommodative financial conditions. These actions
include purchases of the U.S. Department of the Treasury (Treas-
ury) securities and agency mortgage-backed securities to support
smooth market functioning, and deployment of the Federal Re-
serve’s emergency lending powers to establish lending and liquidity
facilities to support the flow of credit to households, businesses,
employers of all sizes, and communities across the country. Expan-
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sion of short-term liquidity provision through the discount window,
repo operations, and liquidity swap arrangements have addressed
pressures in short-term funding markets that would otherwise
have adversely affected policy implementation and the flow of cred-
it to U.S. households and businesses.

We announced after the September Federal Open Market Com-
mittee meeting that we will continue to increase our securities
holdings at least at the current pace over coming months to sustain
smooth market functioning and help foster accommodative finan-
cial conditions, thereby supporting the flow of credit to households
and businesses. In addition, if financial conditions were to deterio-
rate in the future, the credit and liquidity programs we have put
in place over recent months could expand to address market
strains and support the flow of credit to households and businesses.
As we continue to closely monitor economic and financial condi-
tions, we will continually assess how to best use our tools to pro-
mote our maximum employment and price stability goals. In light
of the incoming data on economic and financial conditions, we are
prepared to adjust our plans as appropriate.

Since mid-June, the size of our balance sheet was little changed
reflecting improved market conditions. The increases in securities
holdings was offset by declines in repo operations and draws on
central bank swap lines. Securities held outright increased by
about $550 billion, while our repo operations have dropped from
about $180 billion to zero and liquidity provided by swap line has
dropped by about $440 billion. Similarly, liquidity provided through
programs such as the Primary Dealer Credit Facility, Money Mar-
ket Mutual Fund Liquidity Facility, Commercial Paper Funding
Facility, and discount window continued to move down with further
stabilization in funding conditions over the last couple of months.

When the time comes to shrink our balance sheet, securities we
have purchased will naturally roll off the balance sheet over time.
In general, we would not actively sell securities to avoid the poten-
tial disruptions in market functioning. Over the longer run, the
Federal Reserve intends to return its balance sheet to a size that
is no larger than needed for the efficient and effective implementa-
tion of monetary policy.

Q.4. Baghot’s dictum, a commonly cited prescription for using cen-
tral bank emergency lending to combat a credit crunch, or a liquid-
ity crisis, can be summarized as, “lend freely, at a high rate of in-
terest, on good collateral.” To a good extent, various Federal Re-
serve liquidity facilities have followed this maxim. Given the eco-
nomic impact of coronavirus, does Baghot’s dictum still apply or
does it need adjustment? What have we learned about setting the
proper interest rate for liquidity facilities within this context?

A.4. Under section 13(3) of the Federal Reserve Act and the
Board’s Regulation A, pricing for the emergency facilities must be
at a premium to the market rate in normal circumstances, afford
liquidity in unusual and exigent circumstances, and encourage re-
payment and discourage use of the facility as the unusual and exi-
gent circumstances that motivated the program recede and eco-
nomic conditions normalize. In addition, section 13(3) and Regula-
tion A require the lending Reserve Bank to be secured or indorsed
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to its satisfaction. The pricing and eligibility terms in the facilities
are consistent with these requirements, prevent risk of loss to the
Federal Reserve and taxpayer, and support smooth market func-
tioning and the flow of credit to households and businesses.

Q.5. As I've mentioned before, I'd like to see nonbank lenders eligi-
ble for the Main Street facilities. Does the Fed have a status up-
date on the Fed and Treasury’s efforts here?

A.5. At this time, nonbank financial institutions that are unaffili-
ated with depository institutions are not considered eligible lenders
for the purposes of Main Street. Currently, eligible lenders include
U.S. federally insured depository institutions (including banks, sav-
ings associations and credit unions), U.S. branches or agencies of
foreign banks, U.S. bank holding companies, U.S. savings and loan
holding companies, U.S. intermediate holding companies of foreign
banking organizations, and U.S. subsidiaries of the foregoing. The
Main Street underwriting criteria (including the use requirement of
a “pass” rating) and operational processes are currently set up to
facilitate loans by such institutions within the regulatory perim-
eter. The Federal Reserve continues to consider options to expand
the list of eligible lenders in the future. Any changes to the list of
eligible lenders will be announced on the Main Street website.

Q.6. Capital requirements should be countercyclical to the extent
possible. To that end, last month I asked Vice Chair Quarles about
his suggestion that Congress modify Dodd-Frank’s Collins amend-
ment, which allows certain capital requirements to be at least as
high as they were in July 2010. Vice Chair Quarles argued that
Congress should consider temporarily modifying the leverage ra-
tio’s denominator to exclude U.S. Treasury securities and reserves
held at the Federal Reserve. Does the Fed still believe such a legis-
lative change could be useful to help financial institutions extend
credit to needier borrowers?

A.6. During the financial market distress of last spring, the limita-
tions imposed by section 171 of the Dodd-Frank Wall Street Reform
and Consumer Protection Act complicated the Federal bank regu-
lators’ ability to address rapidly changing circumstances. As you
know, section 171 establishes a floor on both risk-based capital and
Tier 1 leverage capital requirements, anchoring the U.S. capital re-
gime to the rules in place in 2010. In the spring, there was a seri-
ous risk that the provisions of section 171 would require a number
of large banks to turn away customer deposits and artificially re-
strict credit extension at a time when many customers needed ex-
panded support in order to survive the shock of economic restric-
tions imposed by many Governments in response to the COVID-19
outbreak. This is because these firms were reaching their Tier 1 le-
verage ratio limits as a result of the rapid expansion of the denomi-
nator of that ratio as banks provided needed credit support to the
economy. The Federal Reserve Board temporarily excluded central
bank reserves and U.S. Treasuries from the denominator of the
supplementary leverage ratio, which partially addressed this issue,
but the ambiguous text of section 171 makes it difficult to assess
the extent of flexibility under the provision for the Federal bank
regulators to provide temporary exemptions in emergency cir-
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cumstances from the Tier 1 leverage ratio to allow banks to re-
spond to customer needs.

Fortunately, the pressures on the banking system have abated,
and there is not today an immediate risk of banks being required
to restrict credit or limit deposit taking because of their Tier 1 le-
verage ratio limits. Thus, the unclarity of section 171 on this issue
is not creating an urgent problem. The COVID event is not over,
however, and if the situation were to evolve adversely over the next
several months, we could see renewed pressures of the sort we saw
last spring.

Q.7. The Treasury Department and the Fed have obligated $195
billion of the $454 billion appropriated under the CARES Act to
backstop the Fed facilities. What is the Fed doing to determine
when—if at all—to allocate the remaining $259 billion of this back-
stop, and if so, how?

A.7. The Federal Reserve, in conjunction with the Treasury, has
used funds appropriated under the Coronavirus Aid, Relief, and
Economic Security Act to operationalize the Primary Market Cor-
porate Credit Facility, the Secondary Market Credit Facility, the
Municipal Liquidity Facility, the Main Street Program (comprised
of the Main Street New Loan Facility, the Main Street Priority
Loan Facility, the Main Street Expanded Loan Facility, the Non-
profit Organization New Loan Facility, and the Nonprofit Organi-
zation Expanded Loan Facility), and the Term Asset-Backed Secu-
rities Loan Facility. These facilities support households, businesses,
and State and local governments. Together with the Treasury, we
are monitoring the implementation, use, and effectiveness of our fa-
cilities. If needed, we will adapt or expand these programs. We will
continue to use our full range of tools to support the economy,
maintain the flow of credit to households and businesses, and pro-
mote our maximum employment and price stability goals.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SCOTT
FROM JEROME H. POWELL

Q.1. Financial wellness and access to opportunity are critical to
lifting up our underserved communities. Recently released reports
by the National Bureau of Economic Research found that “the
number of African American business owners plummeted from 1.1
million in February 2020 to 640,000 in April.” Chair Powell, what
actions has the Fed taken to address the is proportionate impact
this pandemic has had on our Black-owned and minority-owned
businesses?

A.1. Response not received in time for publication.

Q.2. The Federal Reserve noted in the May 2020 Financial Sta-
bility Report that the life insurance industry will be adversely af-
fected by a number of factors caused by the COVID-19 economic
situation, including near-zero long-term interest rates. The
COVID-19 crisis has reaffirmed the importance of financial secu-
rity products offered by life insurers. In addition to other chal-
lenges; such as rating downgrades of bond holdings, near-zero in-
terest rates limit this vitally important marketplace at a time
when consumers face tremendous economic uncertainty and seek
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financial protection and security. Low interest rates also negatively
affect Americans in or nearing retirement. What can be done to
help Americans who want to do all the right things to make sure
their families have financial safety for uncertain times like this?

A.2. Response not received in time for publication.

Q.3. Are you seeing any systemically critical fractures in the com-
mercial real estate market? And if so, do you think that the Main
Street will be able to help alleviate that situation, especially when
thinking of the hard downward spike in our consumer spending
and the impact on commercial locations like shopping malls? What
steps are you taking to provide assistance to CMBS borrowers dur-
ing this economic crisis? Would you consider a new, separate lend-
ing facility to address the CMBS crisis?

A.3. Response not received in time for publication.

Q.4. The Federal Reserve has restricted access to ratings from the
three incumbent credit-rating agencies. This action could block ac-
cess to relief to the most vulnerable, including companies that coin-
cidentally only have a credit-rating from one or more nonincumbent
credit-rating agencies. This potentially undermines the regulation
of credit-rating agencies by the SEC and could lead to restricted
competition in a market where competition is sorely needed. What
analysis are you conducting, specifically, regarding inclusion of
credit-rating agencies? Will you make your analysis public? Are you
also analyzing all credit-rating agencies, including credit-rating
agencies that are already included in the facilities?

A.4. Response not received in time for publication.

RESPONSE TO WRITTEN QUESTION OF SENATOR ROUNDS
FROM JEROME H. POWELL

Q.1. Chair Powell, you’ve extensively discussed the economic toll
that the COVID-19 pandemic has taken on businesses and commu-
nities across the United States. I agree with you that these are
challenging times that require thinking outside of the box, but I'm
troubled by proposals I've seen that would force insurers to pay for
business insurance claims in situations in which a policyholder
does not have pandemic coverage or in which pandemics are ex-
cluded from a business interruption policy.

Without a doubt there is a clear role for the Federal Government
to play in helping businesses to recover from the pandemic. How-
ever, would you agree with me that forcing insurers to pay busi-
ness interruption claims outside the scope of an insurance contract
would risk the stability of our insurance system and undermine the
nature of contract law?

A.1. Insurance relies on two key elements: diversification of risks
and only a small portion of policyholders being impacted by a given
event. But, by their very nature, pandemics can affect a large per-
centage of policyholders, which would preclude diversification of
risks in this area. Therefore, as a general matter, most insurers
consider pandemics to be uninsurable and thus exclude coverage
for related losses.
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Because insurance is regulated State by State, not at the Federal
level, these matters will need to be resolved by State insurance
commissioners to determine what, if any, insurance may apply.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR TILLIS
FROM JEROME H. POWELL

Q.1. I understand the Main Street Program is a historic under-
taking by the Fed and that your role as a central bank limits your
ability to participate in loans to entities with more challenging risk
profiles. With several hundred billion in unallocated dollars from
Title IV of the CARES Act still residing at Treasury, at what point
does Congress need to consider using fiscal policy tools to help sig-
nificantly distressed industries and businesses? These include ho-
tels, theatre owners, leisure industries, etc.?

A.1. Response not received in time for publication.

Q.2. What is the FOMC doing to make sure rates do not increase
too quickly? Will the Fed wait until core PCE is 2.5 percent or
above? Will the time that core PCE is below 2 percent be sub-
tracted from the time it is above 2 percent?

A.2. Response not received in time for publication.

Q.3. Many finance companies have been identified by CISA as es-
sential businesses. Why would the Fed leave such a vital sector out
of the Main Street Lending Program at a time that so many Ameri-
cans need assistance from financial companies to get them through
the pandemic?

A.3. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED
FROM JEROME H. POWELL

Q.1. Can there be a robust economic recovery if childcare centers
and schools cannot reopen safely?

A.1. Response not received in time for publication.

Q.2. If there were to be a large increase in evictions and fore-
closures, how would that affect the broader economy? As part of

your answer, I would appreciate your also discussing the economic
impact on not just renters and homeowners, but also on landlords.

A.2. Response not received in time for publication.
Q.3. Are there any material threats or risks to the financial system

or the economy that we should be aware of? If so, what should we
be doing now to address these threats?

A.3. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF
SENATOR MENENDEZ FROM JEROME H. POWELL

Q.1. The Federal Reserve’s Municipal Liquidity Facility currently
only offers loans that must be paid back within 3 years. So it seems
that by offering such a short term of credit the Federal Reserve
could be in a position of having to collect from States and localities
before they fully recover. All of the private market business lending
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facilities offer at least 4-year lending, and the Fed extended the
terms of the Main Street Lending Facility to 5 years.

Can you please explain the rationale for limiting State and local
governments to shorter loan terms than that what the Fed is offer-
ing private corporations?

A.1. The purpose of the Municipal Liquidity Facility (MLF) is to
enhance the liquidity of the municipal securities market by increas-
ing the availability of funding to eligible issuers through purchases
of their short-term notes. The 36-month maturity limit reflects the
purpose of the MLF to provide near-term financing to eligible
issuers facing severe liquidity constraints resulting from the in-
crease in State and local government expenditures related to
COVID-19 and the decrease and delay of certain tax revenue,
while allowing eligible issuers access to funding over more than one
budget cycle. By addressing the cash management needs of eligible
issuers, the MLF was also intended to encourage private investors
to reengage in the municipal securities market, including across
longer maturities.

Strong evidence suggests that the announcement and implemen-
tation of the MLF has led to significant improvement in municipal
bond market conditions. For example, interest rates for a wide
range of bond issuer types and credits, which rose significantly in
mid-March, have steadily decreased, reflecting greater investor de-
mand for these securities. Furthermore, after experiencing sharp
outflows from municipal bond funds, the fund has experienced
more than 20 consecutive weeks of inflows since April. Moreover,
after depressed primary-issuance activity in March and April,
issuance activity has been robust in recent months. Conditions in
the secondary market also have improved, with transaction costs
and bid-wanted amounts returning to more normal levels.

We will continue to closely monitor conditions in the markets for
municipal securities and will evaluate whether additional measures
are needed to support the flow of credit and liquidity to State and
local governments.

Q.2. Similarly, the interest rates offered to investment-grade mu-
nicipalities isn’t far below the rates the Federal Reserve is offering
to private companies, even though municipal bonds historically
have had much lower rates of default. And recently the Federal Re-
serve announced that it would go a step further and proactively
buy certain corporate bonds without requiring those companies
even have to ask for Fed assistance.

Why is the Fed offering different interest rates to State and local
borl'g)wers than to private companies that present a similar credit
risk?

A.2, Under the Federal Reserve Board’s (Board) Regulation A,
which implements Section 13(3) of the Federal Reserve Act, the in-
terest rate on the eligible notes must be at a premium to the mar-
ket rate in normal circumstances, afford liquidity in unusual and
exigent circumstances, and encourage repayment of the eligible
notes and discourage use of the facility as the unusual and exigent
circumstances that motivated the program recede and economic
conditions normalize. Under the MLF, the pricing methodology is
based on the overnight indexed swap (OIS) rate for a comparable
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maturity plus a fixed spread that corresponds with the ratings of
the eligible notes and their relevant tax status. Our pricing meth-
odology adjusts the interest rate based on credit rating, maturity,
and tax status because these factors affect the pricing of similar
municipal debt in markets during normal times. The fixed spread
over OIS that applies for each credit-rating category under the
MLF was chosen because it meets the legal requirements.

Q.3. As with any crisis, the COVID-19 pandemic has laid bare the
racial inequalities in our economy. In the last unemployment re-
port, the Black unemployment rate was 16.8 percent and the
Latino unemployment rate was 17.6, more than four points higher
than White unemployment. Between 1972 and 2019, other than
during the aftermaths of recessions, the Black unemployment rate
has stayed at or above twice the White unemployment rate.

Since the Black and Latino unemployment rate is consistently
higher than White unemployment rate, wouldn’t using the Black
and Latino unemployment rate be a more accurate metric for eval-
uating the health of our economy and of ensuring maximum em-
ployment, and thereby a better reference point for tracking the
Federal Reserve’s dual mandate? If not, why not?

When we see the tremendous lengths the Federal Reserve and

Treasury are going to for businesses—large, medium, and small—
what can the Federal Reserve do for Black and brown commu-
nities?
A.3. Congress has tasked the Federal Reserve with fostering two
broad macroeconomic objectives: stable prices and maximum sus-
tainable employment. With respect to stable prices we have set an
objective of a 2 percent inflation rate, but the Federal Open Market
Committee (FOMC) does not have a numerical goal for maximum
employment. We believe that the sustainable level of employment
changes over time and is determined mainly by nonmonetary fac-
tors that are outside the Federal Reserve’s control, such as evolving
labor market practices, demographics, social change, and fiscal poli-
cies. Nevertheless, FOMC participants provide their estimates of
the longer-run normal level of the unemployment rate in the Sum-
mary of Economic Projections, mostly recently published in Sep-
tember.1

The total unemployment rate is the most widely cited statistic for
gauging progress toward maximum employment, and it is a useful
summary statistic of the state of the labor market. However, it pro-
vides a very incomplete picture. When assessing the health of the
labor market, FOMC members use a wide variety of information,
including the unemployment rates and participation rates of dif-
ferent sub-groups of the working-age population, as well as data on
wages, job availability, and surveys of households and firms. Some
of that information is described in the June Monetary Policy Re-
port, which highlighted the particularly dramatic reductions in em-
ployment of low-wage workers, Hispanics, and Blacks from Feb-
ruary through May.2 Examining the unemployment rates of

1Summary of Economic Projections, September 2020: hitps://www.federalreserve.gov/
monetarypolicy | fomcprojtabl20200916.him.

2 Monetary Policy Report, June 2020: hitps:/ /www.federalreserve.gov/monetarypolicy /2020-
06-mpr-part1.htm#xbox1-disparitiesinjoblossduringthep-106e806a.
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different demographic groups gives us valuable insight into the
functioning of the labor market, and examining broader groups and
a wider range of indicators gives a better understanding of overall
labor market conditions.

The tools at the disposal of the Federal Reserve are effective at
influencing the broad economy, affecting aggregate demand and
jobs. Creating a strong economic recovery will improve the pros-
pects for all households, and in particular those households that
have suffered the most from this recession. But we do not have the
tools to directly target particular communities. In response to the
current crisis, the Federal Reserve and the FOMC have lowered in-
terest rates and created a number of credit facilities to ensure that
credit continues to flow to small and large businesses and to State
and local governments. These programs are designed to ensure that
firms have the capability to hire and invest as the economy recov-
ers. The goal of these programs is to support a stronger recovery
that will provide jobs for all households, including Black and His-
panic communities.

Q.4. Through the CARES Act, Congress created programs to help
American businesses. The Paycheck Protection Program (PPP) to
help small businesses, the Main Street Lending for small- to me-
dium-sized businesses, and Title IV for larger businesses. However,
I have heard from many businesses that they do not qualify for any
of these programs.

Does the Federal Reserve have a plan to help businesses that are
too large to qualify for the PPP but do not fit the requirements of
the Main Street Lending program?

A.4. The employee size and revenue eligibility metrics under the
Main Street Lending Program (Main Street) were adopted to en-
able the program to support small- and medium-sized businesses
that are unable to receive sufficient assistance through other pro-
grams, such as the Small Business Administration’s Paycheck Pro-
tection Program, or that may not have reached the scale needed to
issue the kinds of capital market instruments that would be pur-
chased under the Federal Reserve’s Primary Market Corporate
Credit Facility. Main Street is designed to be broad-based in order
to serve a wide-range of industries, geographies, and business pro-
files. However, we understand that not all businesses will be eligi-
ble for Main Street due to eligibility and underwriting criteria. On
October 30, the Board adjusted the terms of Main Street to better
target support to smaller businesses that employ millions of work-
ers and are facing continued revenue shortfalls due to the pan-
demic. In particular, the minimum loan size for three Main Street
facilities available to for-profit and nonprofit borrowers has been
reduced from $250,000 to $100,000. We will continue to monitor
lending conditions broadly and consider adjustments to Main
Street terms and conditions, as appropriate.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR WARREN
FROM JEROME H. POWELL

Q.1. Racial Inequality—Does the Federal Reserve currently con-
sider the impact of its monetary policy decisions on racial inequal-
ity?
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A.1. Response not received in time for publication.

Q.2. Does the Federal Reserve consider whether the actions it
takes with respect to payments, bank regulation, and the use of its
emergency authorities under section 13(3) of the Federal Reserve
Act affect different racial groups in different ways?

A.2. Response not received in time for publication.

Q.3. Following the Great Recession, White Americans recovered
from the economic damage in a faster and more robust manner
than Black and Hispanic households.! Do you expect the same
trends to occur with the recovery from the current recession?

e What policy decisions can the Fed make to ensure that this
does not happen?

e What policy decisions can Congress make to ensure that this
does not happen?

A.3. Response not received in time for publication.

Q.4. Safety and Soundness of Financial System—Can you commit
that all regulatory rollbacks made in response to the COVID-19
pandemic will be temporary?

A.4. Response not received in time for publication.

Q.5. Describe how the Federal Reserve considers the uncertainty of
the economic trajectory in the coming months when making regu-
latory policy decisions. Specifically, how does the Federal Reserve
reconcile the fact that “significant uncertainty remains about the
timing and strength of the recovery,”? when relaxing capital re-
quirements and refusing to suspend bank dividend payouts?

A.5. Response not received in time for publication.

Q.6. I submitted the following questions for the record on leveraged
lending in February for the last Humphrey-Hawkins hearing. I un-
derstand that you are still preparing responses. When you do so,
please include any relevant developments regarding your views of
the risks in the leveraged loan market associated with COVID-19
and the economic downturn.

The most recent report from Shared National Credit (SNC) Re-
view program conducted jointly by the Fed, Federal Deposit Insur-
ance Corporation (FDIC), and Office of the Comptroller of the Cur-
rency (OCC), stated that “credit risk associated with leveraged
lending remains elevated” and “lenders have fewer protections and
risks have increased in leveraged loan terms through the current
long period of economic expansion since the last recession.”s

Please explain how the Fed monitors and evaluates the credit-
risk management practices of a financial institution to ensure that

1The Hill, “Wealth Gap Grows After Recession as Minorities Struggle To Recover,” Reid Wil-
son, November 2, 2017, https://thehill.com|homenews /state-watch [358433-wealth-gap-grows-
after-recession-as-minorities-struggle-to-recover.

2 Statement by Jerome H. Powell, Chair, Board of Governors of the Federal Reserve System
before the Committee on Banking, Housing, and Urban Affairs, U.S. Senate, June 16, 2020,
https:| |www.banking.senate.gov /imo | media [ doc | Powell%20Testimony%206-16-202.pdf.

3Board of Governors of the Federal Reserve System, Federal Deposit Insurance Corporation,
Office of the Comptroller of the Currency, Board of Governors of the Federal Reserve System
Federal Deposit Insurance Corporation Office of the Comptroller of the Currency, “Shared Na-
tional Credit Program: 1st and 3rd Quarter 2019 Reviews,” hitps:/ /www.federalreserve.gov/
newsevents [ pressreleases/files | bcreg20200131al.pdf.
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these procedures, some of which are untested, will be sufficient
during an economic downturn.

e Do you believe that the Interagency Guidance on Leveraged
Lending4 issued in 2013 is sufficient to address the risks asso-
ciated with leveraged lending, particularly with respect to the
growth of nonbank lenders?

e Describe how the Fed monitors compliance with that guidance
and what actions are taken when a bank is found to have inad-
equate credit risk protections.

¢ Increasingly, the riskiest leveraged lending is occurring outside
the banking system.

e Do those loans currently pose a risk to financial stability? If
not, please explain why and under what circumstances the Fed
would begin to judge them a threat to financial stability.

e Many of these nonbank lenders fall into a regulatory gap.
What tools does the Federal Government have to mitigate the
risks from the growth of leveraged lending and the deteriora-
tion of the terms of those loans?

e Private equity firms often finance acquisitions through highly
leveraged loans. According to the private equity industry, firms
acquired in these acquisitions now employ more than 8 million
workers.5 In an economic downturn, what would you expect to
happen to employment in these firms?

A.6. Response not received in time for publication.

Q.7. Fiscal Policy—Does uncertainty regarding the fiscal policy de-
cisions Congress will make have an impact on the effectiveness of
Federal Reserve’s decision making, both with respect to monetary
policy and the recent 13(3) actions?

A.7. Response not received in time for publication.

Q.8. Do you agree with your predecessors, Chairs Ben Bernanke
and Janet Yellen,® that policies that would guarantee relief to
Americans during economic downturns by automatically taking ef-
fect based on a trigger, such as the unemployment rate, would pro-
vide more financial security for households?

A.8. Response not received in time for publication.

Q.9. Would the use of automatic stabilizers for programs like un-
employment insurance, the Federal Medical Assistance Percentage
(FMAP), and State and local aid reduce economic uncertainty both
at the household level and for the economy as a whole?

If so, describe how that certainty would impact the effectiveness
of Federal Reserve policy?

4Federal Reserve Board of Governors, Federal Deposit Insurance Corporation, Office of the
Comptroller of the Currency, “Interagency Guidance on Leveraged Lending,” March 21, 2013,
htitps: | |www.federalreserve.gov | supervisionreg | srietters | sr1303al.pdf.

5(Qffice of Senator Elizabeth Warren, “Letter from Senator Elizabeth Warren et al., to Car-
mine Di Sibio, Global Chairman and Chief Executive Office of Ernst and Young AG, November
18, 2019, Attps:/ /www.warren.senate.gov /imo/media /doc [ Lener%20to%20Ernst%20and%20
Young%20re%20PE%20report.pdf.

6New Democrat Coalition, “New Democrat Coalition Chair Statement on Rep. Beyer’s Pro-
posal To Implement Automatic Stabilizers or Unemployment Benefits,” May 5, 2020, https://
newdemocratcoalition.house.gov | mediacenter | press-releases | new-democrat-coalition-chair-state-
ment-on-rep-beyers-proposal-to-implement-automatic-stabilizers-for-unemployment-benefits.
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Would these types of policies provide relief to low-income families
that the Federal Reserve’s current tools are not well-suited to de-
liver?

A.9. Response not received in time for publication.

Q.10. The latest “FedListens” report notes that many of the newly
unemployed are facing a cliff when supplementary Ul runs out:
“Many who have been laid off are benefiting now from the one-time
stimulus checks and temporary increase in unemployment insur-
ance (UI) benefits enacted in the CARES Act (Coronavirus Aid, Re-
lief, and Economic Security Act). The supplementary Ul will end
this summer. At that point, it will be difficult for many families to
meet their financial commitments—rent, food, utilities, and other
payments—if the economic downturn continues and the benefits
are not renewed.””

Describe how these difficulties would impact the trajectory of our
economic recovery.

e Would the same type of difficulties apply for student loan bor-
rowers if the suspension on loan payments is allowed to ex-
pire?

e Would the same type of difficulties apply for individuals in
housing if mortgage forbearance and the eviction moratorium
are not extended?

A.10. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SCHATZ
FROM JEROME H. POWELL

Q.1. A letter released by former Fed Chairs Ben Bernanke and
Janet Yellen, along with other esteemed economists called for addi-
tional fiscal stimulus from Congress—they say it “must be large,
commensurate with the nearly $16 trillion nominal output gap our
economy faces over the next decade, according to CBO estimates.”

e Do you agree with this statement?
e What is the bigger risk to the economy right now—that we pro-
vide too little support for the economy or too much?
¢ Right now, are we in any danger of high inflation?
e Have we seen any evidence in the last decade that deficit
spending sparks inflation or curbs economic growth?
A.1. Response not received in time for publication.

Q.2. In response to a letter I sent you about suspending capital dis-
tributions, such as the payment of dividends, you stated the fol-
lowing: “Dividends, which are part of the livelihood of many older
citizens on a fixed income, have been limited to their existing rate.”

e What data is the Federal Reserve using to make this asser-
tion?

e Exactly how many working families and middle-class retirees
depend on big bank dividends to make ends meet?

7Federal Reserve System, “FedListens Perspectives from the Public,” June 2020, hitps://
www.federalreserve.gov | publications |/ files | fedlistens-report-20200612.pdf.
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e Is this point a consideration in the Federal Reserve’s decision
on whether to suspend payment of bank dividends?

o If yes, how is that appropriate?

e The purpose of equity is to be able to absorb potential losses.
If certain shareholders are so reliant on dividends that these
payouts cannot be suspended, is common equity still func-
tioning the way equity should? Should the Federal Reserve in-
stead treat equity that is paid out in dividends like debt?

A.2. Response not received in time for publication.

Q.3. Do you see any risks to the economic recovery from the pan-
demic because of the damage that will be done to millions of peo-
ple’s credit reports and scores?

A.3. Response not received in time for publication.

Q.4. In a recent response to questions I asked you about the Fed’s
activities on climate financial risk, you said “we expect to continue
a number of longer-term supervisory and financial stability projects
in the year ahead, including on climate-related risks.”

Could you elaborate on what work you plan to do in the year
ahead in terms of incorporating climate-related risks into the Fed’s
supervision and financial stability work? Please provide as much
detail, including estimated timelines, as possible.

A.4. Response not received in time for publication.

Q.5. If banks were engaging in an activity that increased the risk
of instability in the financial system and the risk of economywide
disruption, does the Federal Reserve have the authority to discour-
age that activity?

e For example, could the Fed require banks to improve their risk
management and governance practices or issue guidance to
discourage the risky activity? Could the Fed increase the risk-
weighting of related assets?

e Data from the U.S. Government and international sources are
clear that climate change will severely damage our economy.
Regulated financial institutions are amplifying this risk by fi-
nancing activities that accelerate climate change. Is there any
discussion at the Fed of taking steps to discourage activities
that accelerate climate change on the grounds that they in-
crease risk to the financial system and will disrupt the func-
tioning of the economy in the future? If no, why not?

A.5. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF
SENATOR CORTEZ MASTO FROM JEROME H. POWELL

Q.1. How will the Federal Reserve ensure that firms participating
in the Main Street Lending Program and other CARES programs
maintain payroll?

A.1. Response not received in time for publication.

Q.2. We know that job loss, unemployment and eviction are more
likely to impact Black, Latino, and young workers who are more
likely to be low-income and work in hard-hit sectors like hospi-
tality, restaurants, and retail. How will the Federal Reserve
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consider the impacts on these communities when making policy
recommendations?

A.2. Response not received in time for publication.

Q.3. Local government layoffs are expected to have a dispropor-
tionate impact on Black workers and Black communities, including
an analysis by the Center for Economic and Policy Research which
found that “the workers who lose their jobs as a result of layoffs
in the public sector are 20 percent more likely to be Black than
workers who lose their jobs in the private sector”.!

e Given this fact, how will the Federal Reserve ensure that its
efforts to stabilize and strengthen the economy in the crisis are
especially effective at addressing high unemployment rates for
African Americans employed in Government?

e The Municipal Liquidity Facility (MLF) is the Federal Re-
serve’s program that is most targeted to address layoffs of the
local government employees that are most likely to be Black,
but the lending capacity of the MLF only represents one-third
of the total lending capacity authorized in the CARES Act. Are
there any other Federal Reserve Programs that will specifically
provide financing to employ Black local government workers
during the economic collapse due to the pandemic?

A.3. Response not received in time for publication.

Q.4. A recent analysis by the Center for Popular Democracy reports
that, of the 255 States, cities, and counties that have been named
by the Federal Reserve as size-eligible for the Municipal Liquidity
Facility (MLF), 97 percent are functionally excluded because their
credit rating would be likely to make the cost of the MLF exceed
the cost of the municipal bond market.2 This includes the three cit-
ies and one county in my State of Nevada, as well as the State
itself, none of which stand to benefit from the MLF because of our
quality credit rating, even though the fiscal situation facing our
State and local governments is severe and our needs are not being
fully met by the private bond market. Would the Federal Reserve
consider making the following changes to the Municipal Liquidity
Facility? Please respond with why or why not.

¢ Eliminate penalty-pricing model of the MLF?

e Lower the interest rate to below-market pricing equal to the
Federal Funds rate?

¢ Extend maturities to 5 years or longer?

¢ Eliminating the requirement that States and cities prove they
cannot get private financing before they go to the MLF?

o Use its Section 14(2) authority to establish unlimited credit
lines for State and local governments?

e Reduce the population threshold for eligible cities and coun-
ties?

A.4. Response not received in time for publication.
1 https:/ [ cepr.net | cutting-state-and-local-budgets-is-an-attack-on-the-countrys-black-workers /.

2 hitps:/ | populardemocracy.org | news / publications | aiming-underachieve-how-federal-reserve-
lending-program-local-governments-designed.
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Q.5. Please explain the Federal Reserve’s rationale for establishing
terms for the Municipal Liquidity Facility that are designed to
make the MLF a lender of last resort, while other Federal Reserve
lending programs, such as the recently revised terms for the Main
Street lending Program and the Secondary Corporate Credit Facil-
ity, are designed to proactively encourage borrowing from those
sectors.

A.5. Response not received in time for publication.

Q.6. The Federal Reserve has said that it is developing a lending
facility for nonprofits, many of which are ineligible for CARES Act
programs like PPP or the Main Street Lending Program.

e How did the Federal Reserve determine what types of non-
profits are eligible for the Main Street Lending Program?

e Will the Federal Reserve consider loans to nonprofits with
larger staffs or who are not 501(c)(3)s? Why or why not?

e When do you think the lending facility for nonprofits will be
operational and can you share what the terms might look like?

e Will you ensure that the public knows the name of the bor-
rower and the loan specifics for the nonprofit lending facility
as well as other lending facilities?

A.6. Response not received in time for publication.

Q.7. Will the Federal Reserve release all the comments they re-
ceived about the MSLP in an easily searchable format?

A.7. Response not received in time for publication.

Q.8. Why is the Federal Reserve purchasing investment-grade
bonds when bond rates are low—Dbelow 4 percent and the bond
market liquid? What metrics will the Federal Reserve consider to
slow or stop purchasing corporate bonds?

A.8. Response not received in time for publication.

Q.9. Why does the Federal Reserve refuse to provide firm-specific
results of the most recent stress tests?

A.9. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR JONES
FROM JEROME H. POWELL

Q.1. Congress tried to anticipate the coronavirus’ financial shock to
workers with stimulus payments and expanded unemployment ben-
efits. The majority of Americans used their stimulus checks and
unemployment benefits to pay for necessities like groceries and
rent.

Congress also put in place a moratorium on evicting renters from
federally financed properties, but it expires at the end of July. Yet,
CNBC declared “A housing ‘apocalypse’ is coming.” And Alabama
Legal Services said, “the avalanche of evictions is here, and fore-
closures aren’t far behind.” Making things worse, the country faces
a second wave of the coronavirus pandemic.

Is the Federal Reserve prepared for the economic implications of
a second wave along with evictions?
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A.1. COVID-19 has taken a tragic human toll measured in terms
of lives lost and suffering inflicted. It has also inflicted a heavy toll
on the levels of activity and employment in the U.S. economy as
a direct result of the necessary public health policies put in place
to mitigate and control the spread of the virus. In response to these
economic events, the Federal Reserve and Federal Open Market
Committee (FOMC) have deployed their entire toolkit to provide
critical support to the economy during this challenging time. That
said, the prospects for the economy will largely depend on the
course of COVID-19 and the public health policies put in place to
mitigate and contain it. If a second wave of COVID-19 unfolds this
fall or winter, the principal response will be from other Govern-
ment agencies, particularly public health authorities. The Federal
Reserve and FOMC will also employ their tools to minimize the
damage to the economy.

The Federal Reserve has been closely monitoring the financial
hardships faced by households and recognizes the concerns that
you have outlined in your question. Households that have been
evicted or that have experienced a foreclosure face substantial
costs, both financial and nonfinancial. For example, such house-
holds have persistently lower credit access and are more likely to
experience adverse health outcomes. The foreclosure and eviction
moratoria enacted by the Federal Housing Finance Agency have re-
cently been extended through the end of 2020, and the Administra-
tion also recently announced an eviction moratorium through the
end of 2020. We will continue to closely monitor the economic con-
ditions faced by households as we implement our policies. By sup-
porting the economy’s return to full strength, we will facilitate job
creation and improve the economic prospects for all households, in-
cluding renters.

Q.2. Would it benefit the economy if Congress extends assistance
to workers and small businesses to keep employees paid and in a
home?

A.2. The Coronavirus Aid, Relief, and Economic Security Act
(CARES Act), along with other enacted legislation, is providing di-
rect help to families, businesses, and communities. This support
can make a critical difference in helping both families and busi-
nesses in a time of need, as well as in limiting long-lasting damage
to our economy. For instance, the Paycheck Protection Program
(PPP) has been helpful in meeting the immediate credit needs of
many small businesses and in supporting the retention of their em-
ployees. In order to bolster the effectiveness of this program, the
Federal Reserve launched the Paycheck Protection Program Liquid-
ity Facility (PPPLF), which supplies liquidity to lenders backed by
their PPP loans to small businesses. In addition, the CARES Act
helped keep many people in their homes by providing up to a year
of forbearance for Government-backed mortgages and by expanding
unemployment insurance, allowing many households to continuing
making rent or mortgage payments. Looking ahead, however, it is
the responsibility of the Congress and the Administration to decide
on the appropriate size and composition of any additional fiscal pol-
icy actions.
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Q.3. Black Businesses Impacted by Coronavirus—Chairman Powell,
you have been vocal regarding the stark difference the pandemic is
having on minority workers. The latest data shows that the Black
unemployment rate is 16.7 percent and Hispanic unemployment at
18.9 percent, while the White unemployment rate is 14.2 percent.
Last week, Bloomberg reported that African American owned busi-
nesses declined by 41 percent from February to April, representing
440,000 businesses. This is a stark contrast to 17 percent drop of
White owners.

I've heard from folks in Alabama’s Black Belt that they’re con-
cerned about the pandemic impacts, but they'd like to make sure
businesses in their communities are supported. Congress passed
the CARES Act to help small businesses weather the pandemic—
yet these numbers for minorities are still distressingly high.

What are the long-term implications of losing a business during
a pandemic? Can it discourage entrepreneurs in the future? What
is the Fed doing to preserve Black-owned businesses?

A.3. COVID-19-related business closures can exact a considerable
long-run toll on the economy, partly by idling productive capital,
partly by discouraging innovative entrepreneurs, and partly by
leaving dedicated employees out of work. The direct and indirect
impact of the virus on individuals and their families cannot be
overstated. Recognizing these implications, the Federal Reserve has
initiated a number of responses within its statutory and regulatory
authorities. To specify just a few examples, the Federal Reserve
has done the following:

e Quickly and aggressively adopted a highly accommodative
stance of monetary policy, including near-zero short-term inter-
est rates and a balance sheet expansion to sustain smooth
market functioning and help foster accommodative financial
conditions, thereby supporting the flow of credit to households
and businesses.

e Established the PPPLF to bolster the effectiveness of the Small
Business Administration’s PPP by supplying liquidity to par-
ticipating financial institutions through term financing backed
by PPP loans to small businesses.

o Established the Main Street Lending Program (Main Street) to
support access to credit for small- and medium-sized busi-
nesses located all across the country that employ millions of
dedicated people. (Importantly, Main Street loans to small- and
medium-sized businesses have principal payments deferred for
2 years and interest payments deferred for 1 year, providing
businesses relief during the acute phase of COVID-19 and over
the expected path to economic recovery.)

e Encouraged the banks we supervise to work effectively with
their borrowers to postpone loan payments and make other
credit adjustments to help borrowers navigate these difficult
economic circumstances in a prudent and empathetic manner.

Q.4. Municipal Liquidity Facility/State and Local Funding—Rural
communities in Alabama have been hit hard by the coronavirus.
Providing resources to rural areas and their Governments is one
way to help communities of color fight back against this deadly
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virus. The Municipal Liquidity Facility provides capital to Govern-
ments. Yet, only one county in my State, Jefferson County, quali-
fies. And none of the cities in Alabama have a population in of
250,000. This Fed facility can only work for rural communities if
smaller governments are eligible.

Would you support a funding stream for micropolitan areas and
small towns with populations below 50,000?

A.4. Under the current Municipal Liquidity Facility (MLF) term
sheet, in addition to Jefferson County, the Governor of Alabama
can designate the most populous city or second-most populous
county in Alabama to participate in the MLF and can designate up
to two revenue bond issuers located in Alabama to participate in
the MLF.! In addition, the terms of the MLF allow the State of
Alabama to borrow directly from the MLF and downstream such
funds to any of its political subdivisions and other governmental
entities. We will continue to closely monitor conditions in the mar-
kets for municipal securities and will evaluate whether additional
measures are needed to support the flow of credit and liquidity to
State and local governments.

Q.5. Small-Dollar Lending and Payday Lenders—My colleagues on
this Committee and I have repeatedly criticized payday lenders and
the CFPB’s recent actions to repeal the rule. The Fed’s own data
reports that 40 percent of Americans don’t have $400 in the bank
for emergency expenses. When workers are in a bind—like the cur-
rent pandemic—they need access to quick capital not debt traps.

Last month, the Federal Reserve published a joint statement
with the CFPB, FDIC, NCUA, and the OCC to encourage the re-
spective entities to implement responsible small-dollar lending.

Have you received feedback from financial institutions on these

lending principles?
A.5. On March 26, 2020, the Federal Reserve, with the Consumer
Financial Protection Bureau, Federal Deposit Insurance Corpora-
tion (FDIC), National Credit Union Administration (NCUA), and
Office of the Comptroller of the Currency (OCC), issued a state-
ment encouraging banks, savings associations, and credit unions to
offer responsible small-dollar loans to consumers and small busi-
nesses affected by COVID-19.2 As discussed in the statement, re-
sponsibly offered small-dollar loans can help consumers meet their
credit needs due to temporary cash-flow imbalances, unexpected ex-
penses, or income shortfalls during periods of economic stress or
disaster recoveries.

In May 2020, the Federal Reserve, FDIC, NCUA, and OCC pub-
lished a more in depth document, the Interagency Lending Prin-
ciples for Offering Responsible Small-Dollar Loans (Principles).3
Both statements were limited in scope to banks, savings associa-
tions, and credit unions.

The Federal Reserve staff have heard from representatives of the
industry that financial institutions have generally appreciated

1The MLF term sheet, effective June 3, 2020: wwuw.federalreserve.gov/newsevents/
pressreleases /files | monetary20200603a1.pdf.

2 hitps: | www.federalreserve.gov | newsevents | pressreleases | bereg20200326a.hitm.

3 https:/ |www.federalreserve.gov | newsevents | pressreleases [ bcreg20200520a.htm.
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more clarity regarding the agencies’ views on responsible small-dol-
lar lending programs.4

Q.6. What is the Federal Reserve’s goal for consumers when en-
couraging more small-dollar lending?

A.6. The Federal Reserve has long encouraged banks to respond to
customers’ small-dollar credit needs in a responsible manner. These
loans can play an important role in helping customers meet unex-
pected expenses or shortfalls during periods of economic stress. As
noted in the previous response, the Principles were issued in May.5
The Principles are designed to encourage banks to develop respon-
sible small-dollar lending programs that promote successful repay-
ment outcomes and minimize cycles of debt.

The Principles address product design (structure and pricing),
underwriting, marketing, and servicing. In addition, the Principles
note that all loan products must comply with applicable statutes
and regulations, including consumer protection laws.

Q.7. Main Street Lending Facility—] was pleased to learn that the
Federal Reserve’s Main Street Lending Program will support lend-
ing to small- and medium-sized businesses that were in sound fi-
nancial condition before the onset of the COVID-19 pandemic.

On June 15, 2020, the Fed announced that financial institutions
could start registering to participate in the program. Businesses
will soon get the opportunity to apply for a loan through a bank
as long as they have fewer than 15,000 workers or $5 billion in an-
nual revenues in 2019 or less. Banks can then sell 95 percent of
{,)he 1loan to the Fed, transferring most of the risk to the central

ank.

Yet, there are industries, like the motor vehicle parts sector that
employs 41,000 in Alabama, facing a severe liquidity crisis after
being closed and still need financing. It is critical that these jobs
are not lost to the coronavirus. Has the Federal Reserve considered
setting aside capital from the Main Street Lending Program to cre-
ate a fund that provides short-term lending assistance to medium-
sized companies like the motor vehicle parts sector?

A.7. Consistent with Section 13(3) of the Federal Reserve Act, Main
Street has broad-based eligibility requirements and does not target
lending to any particular sector of the economy. The overall objec-
tive of Main Street is to promote lending to businesses that were
in sound financial condition prior to COVID-19 and to meet the
needs of a broad range of eligible businesses across every sector of
the economy. Specific eligibility requirements and terms for each
the Main Street facilities can be found on the facility term sheets.6
The Federal Reserve and the U.S. Department of the Treasury
have assessed the size of the program to be appropriate in light of
the current financial strains facing eligible borrowers, and believe
that there is sufficient capacity to support lending to eligible

4For example, see htips:/ /www.consumerbankers.com [cba-media-center /media-releases/cba-
statement-interagency-small-dollar-guidance.

5 https: | |www.federalreserve.gov | newsevents | pressreleases [ bcreg20200520a.htm.

6For the Main Street New Loan Facility, see wwuw.federalreserve.gov/newsevents/
pressreleases /files | monetary20200728a3.pdf. For the Main Street Priority Loan Facility, see
wwuw.federalreserve.gov | newsevents [ pressreleases | files | monetary20200728a2.pdf. For the Main
Street Expanded Loan Facility, see wwuw.federalreserve.gov/newsevents/pressreleases/files/
monetary20200728a5.pdf.
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borrowers. On October 30, the Federal Reserve Board adjusted the
terms of Main Street to better target support to smaller businesses
that employ millions of workers and are facing continued revenue
shortfalls due to the pandemic. In particular, the minimum loan
size for three Main Street facilities available to for-profit and non-
profit borrowers has been reduced from $250,000 to $100,000. For
more information on Main Street, please see www.federal
reserve.gov [ monetarypolicy / mainstreetlending.htm.

The Federal Reserve’s Primary Market Corporate Credit Facility
(PMCCF) extends credit to CARES Act-eligible businesses without
imposing restrictions related to revenues or number of employees
and may be available to the motor vehicles parts companies noted
in your question. As with Main Street, borrowers under the
PMCCF must meet facility-specific e11g1b111ty criteria. As of June
29, 2020, the PMCCF has been operational and available for use.
For more information on the PMCCF, please see www.newyork
fed.org | markets | primary-market-corporate-credit-facility.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SMITH
FROM JEROME H. POWELL

Q.1. It is my goal to expand opportunities in agriculture for every-
one, and to ensure that all farming communities in Minnesota can
access USDA resources. In the Farm Bill, I pushed for the inclu-
sion of a provision that would request a GAO study to evaluate ac-
cess to credit and outreach to traditionally underserved farming
communities, like the Hmong, Latino, and Native communities in
my State. The study came out in July 2019. If you have not read
the study, you should. The study found that traditionally under-
served farming communities face significant barriers to receiving
private agricultural credit.

What can the Federal Reserve do to ensure that these commu-
nities are aware of all their credit options when trying to operate
their farms.

Have you visited with Native farmers, Hmong farmers, and
}I;ati(??o farmers in Minnesota to hear about their experiences first-

and?

A.1. Response not received in time for publication.

Q.2. During the 1980s farm crisis, we lost a generation of young
farmers and farmers of color. It was a perfect storm of a down
economy and high levels of farm debt. Due to the combined impacts
of the COVID-19 pandemic, natural disasters, and haphazard
trade policy, farm debt is increasing rapidly. In real 2020 dollars,
1981 farm debt peaked at $440 billion. Today, total farm debt hov-
ers around $425 billion. Chair Powell, what remedies would you
suggest to keep young farmers and farmers of color on their farms,
driving rural economic activity, in the face of high levels of debt?

A.2. Response not received in time for publication.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR SINEMA
FROM JEROME H. POWELL

Q.1. Does the Federal Reserve plan to expand its Main Street
Lending Program (MSLP) to allow regulated vehicle finance compa-
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nies and consumer finance business as eligible businesses? Please
elaborate on the Federal Reserve’s current thinking on this matter.

A.1. Response not received in time for publication.

Q.2. Is the Federal Reserve seeing similar data regarding unem-
ployment and declines in consumer spending in the travel and hos-
pitality sectors? Is there more that the Federal Reserve can do
within its existing authority to help these sectors?

A.2. Response not received in time for publication.

Q.3. The Federal Reserve has said that it’s developing a lending fa-
cility for nonprofits, many of which are ineligible for CARES Act
programs like the Paycheck Protection Program (PPP). When do
you think this lending facility will be operational? Can you share
what the terms might look like?

A.3. Response not received in time for publication.

Q.4. Does the Federal Reserve have a plan to help businesses that
are too large to qualify for the PPP but do not fit the requirements
of the MSLP?

A.4. Response not received in time for publication.

Q.5. At the June 16 Senate Banking Hearing, Senator John Ken-
nedy asked if the Federal Reserve was expanding the credit ratings
it was willing to accept from issuers beyond the big three ratings
agencies. You replied that the Federal Reserve had “admitted three
additional ones.” You were subsequently asked a similar question
by Congressman Brad Sherman on June 17 during your appear-
ance before the House Financial Services Committee, where you
clarified that the Federal Reserve was only accepting ratings from
the three additional agencies if an issuer also had a rating from
one of the incumbent ratings agencies. This led Rep. Sherman to
state, “So you haven’t really given real equality to the six [rating
agencies] that you have decided.” How is the Federal Reserve’s de-
cision to include the ratings from three additional rating agencies
an expansion of the acceptable credit ratings when the Federal Re-
serve still requires an issuer to have an additional rating from one
of the top three agencies? Please provide a specific rationale for
this bifurcated process that requires issuers who want to use a
credit rating from DBRS, Kroll, and AM Best to also have a cred-
iting rating from one of the top three agencies.

A.5. Response not received in time for publication.
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Jerome H. Powell, Chair
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STATEMENT ON LONGER-RUN GoALS AND MONETARY PoLiCY STRATEGY

Adopted effective January 24, 2012; as amended effective January 29, 2019

The Federal Open Market Committee (FOMC} is firmly committed to fulfilling its statutory
mandate from the Congress of promoting maximum employment, stable prices, and moderate
long-term interest rates. The Committee seeks to explain its monetary policy decisions to the public
as cleary as possible. Such clarity facilitates well-informed decisionmaking by households and
businesses, reduces economic and financial uncertainty, increases the effectiveness of monetary
policy, and enhances transparency and accountability, which are essential in a democratic society.

Inflation, employment, and long-term interest rates fluctuate over time in response to economic and
financial disturbances. Moreover, monetary policy actions tend to influence economic activity and
prices with a lag. Therefore, the Committee’s policy decisions reflect its longer-run goals, its medium-
term outlook, and its assessments of the balance of risks, including risks to the financial system that
could impede the attainment of the Committee’s goals.

The inflation rate over the longer run is primarily determined by monetary policy, and hence the
Committee has the ability to specify a longer-run goal for inflation. The Committee reaffirms its
judgment that inflation at the rate of 2 percent, as measured by the annual change in the price

index for personal consumption expenditures, is most consistent over the longer run with the
Federal Reserve's statutory mandate. The Committee would be concerned if inflation were running
persistently above or below this objective. Communicating this symmetric inflation goal clearly to the
public helps keep longer-term inflation expectations firmly anchored, thereby fostering price stability
and moderate long-term interest rates and enhancing the Committee’s ability to promote maximum
employment in the face of significant economic disturbances. The maximum level of employment

is largely determined by nonmonetary factors that affect the structure and dynamics of the labor
market. These factors may change over time and may not be directly measurable. Consequently,

it would not be appropriate to specify a fixed goal for employment; rather, the Committee’s policy
decisions must be informed by assessments of the maximum level of employment, recognizing that
such assessments are necessarily uncertain and subject to revision. The Committee considers a

wide range of indicators in making these assessments. Information about Committee participants’
estimates of the longer-run normal rates of output growth and unemployment is published four
times per year in the FOMC’s Summary of Economic Projections. For example, in the most

recent projections, the median of FOMC participants’ estimates of the longer-run normal rate of
unemployment was 4.4 percent.

In setting monetary policy, the Committee seeks to mitigate deviations of inflation fromits
longer-run goal and deviations of employment from the Committee’s assessments of its maximum
level. These objectives are generally complementary. However, under circumstances in which the
Committee judges that the objectives are not complementary, it follows a balanced approach in
promoting them, taking into account the magnitude of the deviations and the potentially different
time horizons over which employment and inflation are projected to return to levels judged
consistent with its mandate.

The Committee intends to reaffirm these principles and to make adjustments as appropriate at its
annual organizational meeting each January.

Note: The Committee did not reaffirm this statement in January 2020 in light of its ongoing review of its monetary
policy strategy, tools, and cc ications practices. This st isareprint of the statement affirmed in January 2019.
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SUMMARY

The COVID-19 outbreak is causing
tremendous human and economic hardship

across the United States and around the world.

The virus and the measures taken to protect
public health have induced a sharp decline in
economic activity and a surge in job losses,
with the unemployment rate, which had been
at a 50-year low, soaring to a postwar record
high. Weaker demand and significantly lower
oil prices are holding down consumer price
inflation. The disruptions to economic activity
here and abroad significantly affected financial
conditions and impaired the flow of credit to
U.S. households and businesses. In response
to these developments, the Federal Reserve
quickly lowered its policy rate to close to
2¢10 to support economic activity and took
extraordinary measures to stabilize markets
and bolster the flow of credit to households,
businesses, and communities. Financial
conditions have improved, in part reflecting
policy measures to support the economy and
the flow of credit. The Federal Reserve is
committed to using its full range of tools to
support the U.S. economy in this challenging
time, thereby promoting its maximum-
employment and price-stability goals.

Economic and Financial
Developments

Eeonomic activity. In response to the public
health emergency precipitated by the spread

of COVID-19, many protective measures were
adopted to limit the transmission of the virus.
These social-distancing measures effectively
closed parts of the economy, resulting in a
sudden and unprecedented fall in economic
activity and historic increases in joblessness.
Although virus mitigation efforts in many
places did not begin until the final two weeks of
March, real personal consumption expenditures
(PCE) plummeted 6.7 percent in March and an
unprecedented 13.2 percent in April. Indicators
suggest spending rose in May, but the April
data and May indicators taken together point

to a collapse in second-quarter real PCE.
Likewise, in the housing market, residential
sales and construction in April posted outsized
declines that are close to some of the largest
ever recorded, and heightened uncertainty

and weak demand have led many businesses
to put investment plans on hold or cancel
them outright. These data, along with other
information, suggest that real gross domestic
product will contract at a rapid pace in the
second quarter after tumbling at an annual rate
of 5 percent in the first quarter of 2020.

The labor market. The severe economic
repercussions of the pandemic have been
especially visible in the labor market. Since
February, employers have shed nearly

20 million jobs from payrolls, reversing almost
10 years of job gains. The unemployment rate
jumped from a 50-year low of 3.5 percent

in February to a post-World War IT high

of 14.7 percent in April and then moved
down to a still very elevated 13.3 percent

in May. The most severe job losses have

been sustained by those with lower earnings
and by the socioeconomic groups that are
disproportionately represented among low-
wage jobs.

Inflation. Consumer price inflation has slowed
abruptly. The 12-month change in the price
index for PCE was just 0.5 percent in April.
The 12-month measure of PCE inflation that
excludes food and energy items (so-called

core inflation), which historically has been

a better indicator of where overall inflation
will be in the future than the total figure, fell
from 1.8 percent in February to 1.0 percent in
April. This slowing reflected monthly readings
for March and April that were especially

low because of large price declines in some
categories most directly affected by social
distancing. Overall inflation also has been held
down by substantially lower energy prices,
which more than offset the effects of surging
prices for food. Despite the sharp slowing in
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inflation, survey-based measures of longer-
run inflation expectations have generally been
stable at relatively low levels. However, market-
based measures of inflation compensation have
moved down to some of the lowest readings
ever seen.

Financial conditions. In late February and
over much of March as COVID-19 spread,
equity prices plunged and nominal Treasury
yields dropped substantially, with vields

on longer-term securities reaching all-time
record lows. Spreads of vields on corporate
bonds over those on comparable-maturity
Treasury securities widened significantly as
the credit quality of firms declined and market
functioning deteriorated; in addition, loans
were unavailable for most firms, particularly
firms below investment grade. At the most
acute phase of this period, trading conditions
became extremely illiquid and some critical
markets stopped functioning properly.
Consumer borrowing also fell as spending
slumped. Several markets supporting consumer
lending experienced severe strains around

this period, including the agency residential
mortgage-backed securities (MBS) market

as well as the auto, credit card, and student
loan securitization markets. In response, the
Federal Reserve took unprecedented measures
to restore smooth market functioning and to
support the flow of credit in the economy,
including the creation of a number of
emergency credit and liquidity facilities.' These
actions, along with the aggressive response

of fiscal policy, stabilized financial markets
and led to a notable improvement in financial
conditions for both firms and households as
well as state and local governments. Even so,
lending standards for both households and
businesses have become less accommodative,
and borrowing conditions are tight for low-
rated households and businesses.

1 Alist of funding, credit, liquidity, and lean facilities
established by the Federal Reserve in response to
COVID-19 is available on the Board's website at hrtps:/
www.federalreserve. gov/funding-credit-liquidity-and-
loan-facilities.htm
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Financial stability. The COVID-19 pandemic
has abruptly halted large swaths of economic
activity and led to swift financial repercussions.
Despite increased resilience from the financial
and regulatory reforms adopted since 2008,
financial system vulnerabilities—most notably
those associated with liquidity and maturity
transformation in the nonbank financial
sector—have amplified some of the economic
effects of the pandemic. Accordingly,
financial-sector vulnerabilities are expected

to be significant in the near term. The strains
on household and business balance sheets
from the economic and financial shocks since
March will likely create persistent fragilities.
Financial institutions may experience strains
as a result. The Federal Reserve, with approval
of the Secretary of the Treasury, established
new credit and liquidity facilities under
section 13(3) of the Federal Reserve Act to
alleviate severe dislocations that arose in a
number of financial markets and to support
the flow of credit to households, businesses,
and state and local governments. Furthermore,
as financial stresses abroad risked spilling
over into U.S. credit markets, the Federal
Reserve and several other central banks
announced the expansion and enhancement
of dollar liquidity swap lines. In addition, the
Federal Reserve introduced a new temporary
repurchase agreement facility for foreign
monetary authorities. The Federal Reserve
has also made a number of adjustments to its
regulatory and supervisory regime to facilitate
market functioning and reduce regulatory
impediments to banks supporting households,
businesses, and municipal customers affected
by COVID-19. (See the box “Developments
Related to Financial Stability” in Part 1.)

International developments. The spread of
COVID-19 throughout the world and the
measures taken to contain it have produced
devastating effects on the global economy.
Amid widespread and stringent shutdowns,
recent data suggest that global economic
activity in the first half of the year has
experienced a sharp and synchronized
contraction greater than that in the Global
Financial Crisis. The many mandated closures
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of nonessential businesses abroad and the
collapse in consumer demand contributed to
a significant deterioration in labor markets
and subdued inflation. Unlike past recessions,
services activity in the foreign economies has
dropped more sharply than manufacturing,
with restrictions on movement having

severely curtailed spending on travel, tourism,
restaurants, and recreation. Against this
backdrop, foreign governments and central
banks have responded strongly and swiftly

to support incomes and to improve market
liquidity and the provision of credit. More
recently, economic activity has begun to revive
in some foreign economies as authorities eased
social-distancing restraints.

The rapid spread of COVID-19 weighed
heavily on global risk sentiment, with financial
stresses intensifying and liquidity conditions
deteriorating in many foreign financial
markets. Aggressive fiscal and monetary
policy responses in the United States and
abroad, however, helped boost sentiment and
improve market functioning. On balance,
financial conditions abroad remain tighter
than at the beginning of the year, especially
in some emerging market economies. Since
February, global equity prices moved lower,
sovereign interest rates in the European
periphery increased somewhat, and measures
of sovereign spreads in emerging market
economies widened significantly. In many
advanced economies, long-term interest rates
reached historically low levels.

Monetary Policy

FEasing monetary policy. In light of the effects
of COVID-19 on economic activity and

on risks to the outlook, the FOMC rapidly
lowered the target range for the federal funds
rate. Specifically, at two meetings in March,
the FOMC lowered the target range for the
federal funds rate by a total of 1% percentage
points, bringing it to the current range of 0 to
¥ percent. The Committee expects to maintain
this target range until it is confident that the
economy has weathered recent events and is on
track to achieve its maximum-employment and
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price-stability goals. The Committee noted that
it would continue to monitor the implications
of incoming information for the economic
outlook, including information related to
public health, as well as global developments
and muted inflation pressures, and that it
would use its tools and act as appropriate to
support the economy.

Safeguarding market functioning. Market
functioning deteriorated in many markets

in late February and much of March,
including the critical Treasury and agency
MBS markets, The Federal Reserve swiftly
took a series of policy actions to address
these developments. The FOMC announced
it would purchase Treasury securities and
agency MBS in the amounts needed to
ensure smooth market functioning and the
effective transmission of monetary policy

to broader financial conditions. The Open
Market Desk began offering large-scale
overnight and term repurchase agreement
operations, The Federal Reserve coordinated
with other central banks to enhance the
provision of liquidity via the standing U.S.
dollar liquidity swap line arrangements and
announced the establishment of temporary
U.S. dollar liquidity arrangements (swap
lines) with additional central banks. The
Federal Reserve also established a temporary
repurchase agreement facility for foreign
and international monetary authorities.
(Separately, the Board introduced several
facilities with the backing of the U.S. Treasury
to more directly support the flow of credit to
the economy.) Since these policy actions were
announced, the functioning of Treasury and
MBS markets has gradually improved. (See
the box “Federal Reserve Actions to Ensure
Smooth Functioning of Treasury and MBS
Markets” in Part 2.) Reflecting these policy
responses, the size of the Federal Reserve’s
balance sheet increased significantly. (See the
box “Developments on the Federal Reserve's
Balance Sheet” in Part 2.)

Fed Listens. The Federal Reserve has released a
report on its Fed Listens initiative, This initiative
is part of a broad review of the monetary policy
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strategy, tools, and communication practices
the Federal Reserve uses to pursue its statutory
dual-mandate goals of maximum employment
and price stability. A key component of the
review was a series of public Fed Listens events
aimed at consulting with a broad range of
stakeholders in the U.S. economy on issues
pertaining to the dual-mandate objectives.

Special Topics

Disparities in job loss during the pandemic.
The deterioration in labor market conditions
since February has been sudden, severe, and
widespread. At the same time, workers in
some inclustries, occupations, demographic
groups, and locations have experienced

more significant employment declines than
others. Although disparities in labor market
outcomes often arise during recessions, factors
unique to this episode have also contributed
to the recent divergence. Job losses have been
especially severe for those with lower earnings
and for the socioeconomic groups that are
disproportionately represented among low-
wage jobs. (See the box “Disparities in Job
Loss during the Pandemic™ in Part 1.)

Small businesses during the COVID-19 crisis.
Small businesses make up nearly half of U.S.
private-sector employment and play key

roles in local communities. The pandemic
poses acute risks to the survival of many
small businesses. Their widespread failure
would adversely alter the econontic landscape
of local communities and potentially slow
the economic recovery and future labor
productivity growth. The Congress, the
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Federal Reserve, and other federal agencies
are making aggressive efforts to support small
businesses. {See the box “Small Businesses
during the COVID-19 Crisis” in Part 1.)

Federal fiscal policy response to COVID-19.
While the economic consequences resulting
from the pandemic have been historically
large, the amount of fiscal support that has
been enacted constitutes the fastest and largest
fiscal response to any postwar economic
downturn. The pieces of legislation enacted
since the arrival of the pandemic that have
composed this response are expected to raise
government outlays and reduce tax revenues
by nearly $2 trillion in the current fiscal year.
(See the box “Federal Fiscal Policy Response
to COVID-19" in Part 1.)

Policy response to COVID-19 in foreign
economies. Authorities in many foreign
economies have implemented fiscal,
monetary, and regulatory measures to
mitigate disruptions caused by the COVID-19
pandemic. Sizable fiscal packages targeted

the sudden loss of income by firms and
households. Actions by central banks,
including purchases of sovereign and

private bonds, have aimed to restore market
functioning, sustain the provision of credit

to businesses and households during the
pandemic, and support the economic recovery.
Regulatory changes have focused on ensuring
that banks sustain their capacity to absorb
pandemic-related losses while continuing to
lend to households and firms. (See the box
“Policy Response to COVID-19 in Foreign
Economies™ in Part 1.}
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PART 1

Recent EcoNOMIC AND FINANCIAL DEVELOPMENTS

Domestic Developments

The COVID-19 outbreak has led to an
acute weakening in the labor market
since February

In response to the public health crisis caused
by the spread of COVID-19, households,
businesses, and governments took dramatic
measures to slow the spread of the virus. As

a result, many sectors of the economy were
effectively closed from mid-March through
April but have seen some gradual lifting of
restrictions since then. The severity, scope, and
speed of the ensuing downturn in economic
activity have been significantly worse than any
recession since World War I1. After posting
strong gains in both January and February,
payroll employment plummeted by an
unprecedented 22 million in March and April
before adding back 2.5 million jobs in May
(figure 1), The unemployment rate jumped to
14.7 percent in April, the highest level since the
Great Depression. In May, the unemployment
rate fell to 13,3 percent, which was almost

10 percentage points above the February level
(figure 2). Although unemployment soared

for all major racial and ethnic groups, the
unemployment rate for Hispanics posted the
largest increase over this period (figure 3). (For
more discussion of the pandemic’s effects on
the labor market, see the box “Disparities in
Job Loss during the Pandemic.”)

Data received since the survey week for payroll
emplovment in May suggest that job gains
have continued.? Although initial claims for

2. The Bureau of Labor Statistics (BLS) conduets
amonthly survey, the Current Employment Statistics
survey, to estimate payroll employment. In that survey,
employers are asked to report the number of workers
on their payrolls during the reference period, which
is the pay period that includes the 12th of the month.
The unemployment and labor force participation rates
(along with other data) are estimated based on a separate
monthly survey conducted by the Census Bureau for the
BLS, the Current Population Survey, which references the
week including the 12th of the month.

1. Nonfarm payroll employment
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3. Unemployment rate, by race and ethnicity

Monthly

Percent

Black or Aftican American

Hispanic or Latino

2008 2010 2012

2014

2016

2018 2020

Note: Unemployment rate measures total unemployed as a percentage of the labor force. Persons whose ethnicity is identified as Hispanic or Latino
may be of any race. The shaded bar with top cap indicates the period of the Great Recession as defined by the National Bureau of Economic Research
(NBER). The NBER has determined that recent economic activity peaked i February 2020,

Source: Bureau of Labor Statistics via Haver Analytics.

4. Labor foree participation rates and
employment-to-population ratio
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Note: The data are monthly. The prime-age labor force participation
rate is a percentage of the population aged 25 to 54, The labor force
icipation rate and the )l to-population ratio are
percentages of the population aged 16 and over.
Source: Bureau of Labor Statistics via Haver Analytics.

unemployment insurance have remained
high, it is unclear whether these new claims
reflect additional large numbers of layoffs

or that states are clearing their backlogs of
applications. In addition, weekly employment
data from the payroll processor ADP indicate
that rehiring has continued and that payroll
employment will likely move up again in June,
albeit from what remains a very low level.

The labor force participation rate (LFPR)}—
the share of the population that is either
working or actively looking for work—fell
from around 63%: percent early this year

to 60.8 percent in May (figure 4). The May
LFPR reading was one of the lowest since the
early 1970s. Poor employment prospects or
concerns about safety in the workplace might
have caused some of the newly unemployed
to exit the labor force or induced others to
refrain from entering.* However, with so much

3. The LFPR in April, at 60.2 percent, was the lowest
since January 1973.

4. Individuals who have been placed on temporary
layoff or expect to be recalled are classified as in the
labor force and unemployed. Recently, the BLS reported



of the labor market shut in and most new
hiring at a standstill, the distinction between
being unemploved and out of the labor

force likely has become especially blurred.
The employment-to-population ratio for
individuals 16 and over—the share of that
segment of the population who are working—
combines movements in both unemployment
and labor force participation. This measure
was 51.3 percent in April and 52.8 percent in
May, the lowest readings in the history of this
series, which began in 1948,

Wages are likely being held down,
although compositional shifts have
temporarily boosted some wage measures

While reliable data are limited, anecdotal
evidence suggests that the economic downturn
is putting downward pressure on wages.

The series on wage growth computed by the
Federal Reserve Bank of Atlanta, which
tracks the median 12-month wage growth

of individuals reporting to the Current
Population Survey, has changed little in
recent months (figure 5).° In contrast,
measures that look at average wage costs have
jumped because of compositional effects,

as COVID-19 mitigation efforts and weaker
demand have disproportionately affected
lower-wage workers and left relatively more
higher-wage workers on payrolls. Indeed,
average hourly earnings from the payroll
survey jumped 6.7 percent over the 12 months
ending in May, largely reflecting this change in
the composition of private payrolls. In the first
quarter, both the employment cost index (ECI)
and compensation per hour, which include
both wages and benefits, posted moderate
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that a large number of job losers on temporary layoff
improperly classified themselves as being “employed

but on unpaid absence” in March, April, and May. If
these respondents had correctly classified themselves as
unemployed but on temporary layoff, the unemployment
rate would have been 3 percentage points higher in April
and 3 percentage points higher in May.

5. The Federal Reserve Bank of Atlanta’s measure
differs from others in that it measures the wage growth
only of workers who were employed both in the current
survey month and 12 months earlier.
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5. Measures of change in hourly compensation
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‘Wage Growth Tracker; all via Haver Analytics.
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Disparities in Job Loss during the Pandemic

For nearly all industries, accupations, demographic
groups, and locations, employment was substantially
lower in May than in February. While job loss has been
pervasive, some groups have experienced more severe
employment declines than others, particularly workers
with lower eamings and the sociceconomic groups that
are disproportionately represented among low-wage
jobs; employment declines have also been larger in
some states than in others. Although disparities in labor
market outcomes across groups often widen during
recessions, certain factors unique to this episode—in
particular, the social-distancing measures taken by
households, businesses, and governments to limit
in-person interactions—have contributed to the recent
divergence.

Because jobs differ in the degree to which they
involve personal contact and physical proximity, in
whether they provide an “essential function,” and in
whether their business operations can be conducted
remotely, social-distancing measures have had
disparate consequences across industries and, in
turn, on particular types of workers who tend to work
in heavily affected industries. For example, the net
proportion of jobs lost since February has been greater
inindustries such as accommodation and food services
(where social-distancing regulations have severely
affected many businesses and where workers are
frequently unable to work from home) and smaller in
industries such as professional and business services
and financial activities (where workers may be less
affected by social distancing and are generally more
able to conduct work from home).” In keeping with this
pattern, states that rely heavily on tourism—such as
Hawaii and Nevada—saw exceptionally large increases
in unemployment through April (the most recent month
for which state unemployment rate data are available).

Net job loss since February thus far has been
concentrated in lower-wage industries, suggesting that
employment ceclines have been disproportionately

1. In May, empleyment in the accommedation and food
service industry was 40 percent lower than in February.
By contrast, employment in professional and business
services was around 10 percent lower than in February,
and employment in financial activities was 3 percent
lower. Responses taa 2017-18 survey by the US. Census
Bureau indicated that less than 20 percent of workers in
accommodation and food service reported being able to
waork from home, compared with mare than 50 percent in
professional and business services and financial activities. See
Bureau of Labor Statistics (2019), *Job Flexibilities and Work
Schedules—2017-2018 Data from the American Time Use
Survey,” press release, September 24, hitps:/'www.bls.gov/
news.releaseipdf/flex2.pdf.

large among lower-paid warkers who may be less
able to financially weather an extended pericd of
unemployment. Indeed, estimates of employment
declines based on a worker's previous wage {using data
from the payroll provider ADP), shown in figure A, also
indicate this disproportionate pattem of job loss. From
February to mid-April, employment fell substantially
more for workers who were previously earning wages
in the bottorn fourth of wage earners, compared with
other workers. Despite somewnhat more rapid job
growth for lower-wage eamers in subsequent weeks,
employment for lower-wage earners remains roughly
35 percent lower than in February, compared with

5 to 15 percent lower employment for higher-wage
eamers. These differences are also consistent with
results from a recent survey conducted by the Fecleral
Reserve Board that indicated that ameng households
with an annual income of $40,000 or less, nearly

40 percent of individuals who were employed in
February experienced job loss in March or early April,
compared with 20 percent of the population overall.2

Figure B illustrates that the decline in employment
{as a fraction of the population) has also been especially
large for people aged 16 to 24 compared with clder
workers, for people without a bachelor’s degree
compared with those with at least a bachelor's degree,
and for Hispanics compared with other races and
ethnicities. In addition, employment rates have dropped
somewhat more for women than for men, and for
Asians and African Amerfcans compared with whites. In
general, the groups with the larger employment declines
are most commonly emplayed in the industries that have
experienced the greatest net employment declines thus
far, such as accammaodation, food service, and retail
trade; these demographic groups are also less likely to
report being able to work from home.

In the months ahead, labor market prospects for the
unemployed and underemployed—both overall and
for particularly hard-hit groups of workers—will largely
depend on the course of the COVID-19 outbreak
itself and on actions taken to halt its spread. Recent
job losses differ from those of previous recessions
not only in the suddenness and severity with which
they occurred, but also in the unusually high share of

(continued)

2. See Board of Governors of the Federal Reserve
System (2020}, Report on the Econamic Wedl-Being of U.S.
Households in 2019, Featuring Supplemental Data from
April 2020 (Washington: Board of Governors, May) hiips:/
www.federalreserve.govipublications/files/2019-report-
economic-well-being-us-households-202005
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A. Employment declines for low-, middle-, and
high-wage workers
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B.  Decline in employment-to-population ratio, by
demographic group
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Note: Data ate weekly and extend through May 10, 2020. Wage
quartiles are defined using the February wage distribution.

Source: Federal Reserve Board stafl caleulations using ADP, LLC,
mirodata,

workers who expect them to be temporary.’ Research
has shown that workers who return to their previous
employers after a temporary layoff tend to earn wages
similar to what they were making previously, whereas
laid-off workers who do not return to their previous
emplover experience a longerlasting decline in
earnings.” If public health conclitions improve quickly
so that social-distancing measures can be further
relaxed and consumers become more willing to
engage in awider range of commercial activities,

3. Among unemplayed job losers surveyed in the Current
Population Survey, fully 90 percent of those surveyed in
mid-April reported that they expected to be recalled by
their previous employer. This proportion declined slightly 1o
87 percent ameng those surveyed in mid-May. In addition,
the Federal Reserve Board’s recent survey of U.S. households
reports that around 90 percent of individuals who experienced
job loss in March or early April saiel that their employer
indicated that they would return to their job at some point;
see Board of Covernors, Report on the Fconomic Wefl-Being
of U.5. Households i 2019, in box note 2. By comparisen,
the share of job losers who expected to be recalled by their
previous employer never exceeded 50 percent at any point
during the Creat Recession.

4. SeeLouis S. Jacobson, Rebert |. Lalonde, and
Daniel G. Sullivan {1993), “Earnings Losses of Displaced
Workers,” American Economic Review; vol. 83 (September),
pp. 685-709; Shigeru Fujita and Giuseppe Moscarini (2017),
“Recall and Unemployment,” American Economic Review,
vol. 107 (December), pp. 3875-416; and Marta Lachowska,
Alexandre Mas, and Stephen A. Woodbury (forthcoming),
"Sources of Displaced Workers’ Long-Term Earnings Losses,”
American Economic Review,

Less than 2 high school diplor- EEEG_—
High schaol graduates, no-college MGG
Some eallege or associate’s degree N
Bachelor's degree and higher [N

White I—
African American I
Asian I
| Hispanic |

0.2 4 6 8101214
Percentage points

Note: The data are seasonally adjusted and represent the change from
February to May 2020
Source: Bureau of Labor Statistics via Haver Analytics.

workers' expectations of being recalled may prove
true, and many recent job losses may tur out to be
temporary layoffs from which workers can quickly
recover. However, if economic activity remains weak
for a prelonged periad, businesses that had intended
to reopen at full capacity may instead be compelled
to shutter completely or to resume operations at a
diminished scale, turning many temporary layoffs
into permanent job losses. Perhaps reflecting this
possibility, the number of unemployed workers
reporting that they had permanently separated from
their previous employer rose by roughly 300,000
between April and May, even as the total number of
unemployed persons began to decline. As lower-paid
workers are disproportionately employed by small
businesses—which typically have fewer financial
resources than larger firms—they may be at heightened
risk of seeing their former employers shut down and
hence experiencing the scarring effects of permanent
separations.®

5. See Gregory Acs and Austin Nichols (2007), “Low-
Income Warkers anel Their Employers: Characteristics and
Challenges," paper presented at “Public and Private Roles
in the Workplace: What Are the Next Steps in Supporting
Working Families?" a roundiable held at the Utban Institute,
Washington, May 23, hp:/iwebarchive.urban.org
{UploadedPDF/411532_low_income_workerspdf; and
Nicholas Bloom, Fatih Guvenen, Benjamin S. Smith, Jae Song,
and Till von Wachter {2018}, “The Disappearing Large-Firm
Wage Premium,” American Economic Review Papers and
Proceedings, vol. 108 (May), pp. 317-22.
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6. Change in the price index for personal consumption
expenditures

Monthly 12menth pereent change
— Trimmed mean — 30
- Excluding food —

and energy

|
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Note: The data extend through April 2020,
Source: For trinmed mean, Federal Reserve Bank of Dallas; for all
lse, Bureau of Economic Analysis; all via Haver Analytics.

gains, with neither series reflecting much of the
pandemic’s repercussions.®

Price inflation has moved significantly lower

As measured by the 12-month change in

the price index for personal consumption
expenditures (PCE}, inflation was just

0.5 percent in April, compared with 1.6 percent
over the same period a year ago (figure 6). The
abrupt slowing in total PCE price inflation this
vear partly reflects sharp declines in consumer
energy prices that resulted from the collapse in
oil prices. In contrast, food prices have moved
higher despite declines in food commodity
prices, likely reflecting higher demand at retail
grocery stores in combination with pandemic-
related supply chain issues. [n addition to

the drop in energy prices, the unprecedented
teductions in demand for some services as a
result of social distancing have led to sharp
drops in prices for airfares and lodging away
from home. These price declines led the
12-month measure of core PCE inflation—that
is, inflation excluding volatile consumer food
and energy prices—to move significantly lower,
falling from 1.8 percent in February to just

1.0 percent in April, as the monthly readings
for March and April were exceptionally

low. An appreciation of the dollar has also
contributed to the slowing in core inflation.

The trimmed mean measure of PCE price
inflation constructed by the Federal Reserve
Bank of Dallas provides an alternative way

to purge measured inflation of transitory
influences, and it is less sensitive than the core
measure to extreme price movements such

as the recent outsized swings in airfares and
lodging.” The 12-month change in this measure

6. The ECI references the March survey week, a period
before most of the pandemic-induced layoffs. The wage
component of ¢ ion per hour also the
March survey week but was adjusted by the BLS with
additional information to better capture job losses during
the latter half of March.

7. The trimmed mean price index excludes whichever
prices showed the largest inereases or decreases in a given
month. Over the past 20 years, changes in the trimmed




edged down to 1.9 percent in April from
2.1 percent in February.

Oil prices are notably lower this spring

Against the backdrop of a global collapse

in the demand for oil and a rapid increase in
oil inventories, the Brent price of crude oil
plunged from about $65 per barrel in early
January to around $20 per barrel at the end
of April (figure 7).F More recently, prices
have rebounded to about $40 per barrel, as
an agreement between OPEC (Organization
of the Petroleum Exporting Countries)

and Russia to cut oil production by nearly
10 percent of global output appears to have
taken effect. Additionally, the dramatic
downturn in global oil demand appears to
be abating as countries begin to ease their
COVID-19 lockdown policies. The decline
in oil prices has contributed to similar
movements in retail gasoline prices, which have
also fallen in recent months.

Reported prices of imports other than
energy fell

After rising carly this year, nonfuel import
prices fell in April, as the dollar appreciated
and the sharp decline in global demand put
downward pressure on non-oil commodity
prices—a substantial component of nonfuel
import prices (figure 8). Prices of industrial
metals fell sharply in the first months of the
vyear but edged up in May, as economic activity
in some economies began to revive.

mean index have averaged about ¥ percentage point
above core PCE inflation and 0.1 percentage point above
total PCE inflation.

8. On April 20, the price of front-month ol futures
contracts for West Texas Intermediate (WTI) closed at
negative 338 per barrel. These WTI futures contracts
are settled by physicel delivery; as worries about the
lack of available storage space intensified, prices
spiraled downward. Few contracts were actually traded
at these negative prices, and prices recovered in the
following days.
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7. Spot and futures prices for crude oil
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9. Surveys of inflation expectations

Percant
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Source: University of Michigan Surveys of Consuners; Federal
Reserve Bank of New York, Survey of Consumer Expectations; Federal
Reserve Bank of Philadelphia, Survey of Professional Forecasters.
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However, survey-based measures of
long-run inflation expectations have been

broadly stable ...

Despite the tumultuous situation of recent
months, survey-based measures of inflation
expectations at medium- and longer-term
horizons, which likely influence actual
inflation by affecting wage- and price-setting
decisions, so far have changed little (figure 9).
In the University of Michigan Surveys of
Consumers, the median value for inflation
expectations over the next 3 to 10 years was
2.7 percent in May and has fluctuated around
2Y: percent since the end of 2016. In the
Survey of Consumer Expectations, conducted
by the Federal Reserve Bank of New York,

the median of respondents’ expected inflation
rate three years ahead moved lower, on net, in
the second half of last vear and has averaged
2.5 percent since. In the Survey of Professional
Forecasters, conducted by the Federal Reserve
Bank of Philadelphia, the median expectation
for the annual rate of increase in the PCE price
index over the next 10 vears edged down to

1.9 percent in the second-quarter survey, below
the 2 percent level that had been reported for
some time.

. .. but market-based measures of
inflation compensation are notably lower

Market-based measures of inflation
compensation can also be used to make
inferences about inflation expectations.
However, the inference is not straightforward
because market-based measures can be
importantly affected by changes in premiums
that provide compensation for bearing
inflation and liquidity risks. Measures of
longer-term inflation compensation—derived
either from differences between yields on
nominal Treasury securities and those on
comparable-maturity Treasury Inflation-
Protected Securities (TIPS) or from inflation
swaps—have decreased, on net, since the

end of 2019 (figure 10). The S-year and
5-to-10-year-forward measures of inflation
compensation are about 60 basis points and
40 basis points lower, respectively, than at the
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beginning of the vear.’ Both measures dropped
sharply in March, with the 5-year measure
reaching the lowest level since the Global
Financial Crisis and the 3-to-10-year measure
hitting new historical lows. These declines
partly reflected a reduction in the relative
liquidity of TIPS compared with nominal
Treasury securities. As liquidity improved,
inflation compensation partially retraced. The
TIPS-based measure of 5-to-10-year-forward
inflation compensation and the analogous
measure from inflation swaps are now about
1% percent and 1% percent, respectively.”®

Real gross domestic product has
contracted severely and with
unprecedented speed

After posting a moderate gain in 2019, real
gross domestic product (GDP) fell at an
annual rate of 5 percent in the first quarter,
with that decline likely all occurring in the final
weeks of the quarter (figure 11). In the second
quarter, real GDP appears to be plummeting at
a breathtaking pace. Indeed, many professional
forecasters are projecting second-quarter

real GDP to fall at an annual rate of 30 to

40 percent. This severe contraction reflects a
steep drop in consumer spending associated
with measures to contain the spreading virus,
Uncertainty about the economic outlock

also likely has pushed down business fixed
investment, and events abroad have led to a
steep drop in exports. In the manufacturing
sector, output fell sharply in March and posted
its largest decline on record in April as many
factories closed temporarily for all or most of

9. Inflation compensation implied by the TIPS
breakeven inflation rate is based on the difference, at
comparable maturities, between yields on nominal
Treasury securities and yields on TIPS, which are indexed
to the total consumer price index (CPI). Inflation swaps
are contracts in which one party makes payments of
certain fised nominal amounts in exchange for cash flows
that are indexed to cumulative CPI inflation over some
horizen. Inflation compensation derived from inflation
swaps typically exceeds TIPS-based compensation, but
week-to-week movements in the two measures are highly
correlated.

10. As these measures are based on CPI inflation, one
should probably subtract about Y percentage point—the
average differential with PCE inflation over the past two
decades—to infer inflation compensation on a PCE basis.
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11. Change in real gross domestic product and gross
domestic income

Percent, annual rate
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12. Change in real personal consumption expenditures
and disposable personal income

Percent, annual rate
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Source: Bureau of Economic Analysis via Haver Analytics.

13, Personal saving rate

Monthly Percent

— —u
—_ — 30

— —n
- — 6
— — 28
O R O Y Y
2006 2008 2010 2012 2014 2016 01§ 202

Note: The data extend through April 2020.
Source: Bureau of Economic Analysis via Haver Analytics.

14, Indexes of consumer sentiment

1985 =100 1966= 100
1 — —
i Conference Board 1
150 — — _
130 — /R
10 — %
w— W

— 8%
n -
S5 — -
0 — — 60

Michi ey
e ihigin sunvey

Loverrrrrrrierie il
2002 2005 2008 I W14 W17 220

Note: The data are monthly.
Source: University of Michigan Surveys of Consumers; Conference
Board.

both months. This decrease in factory output
included nearly all motor vehicle and civilian
aircraft manufacturers. However, amid some
easing of restrictions, there are signs that
manufacturing activity moved up in May,
partly as a result of the ramp-up in automotive
production.

Social distancing has led to a dramatic
plunge in household spending and
earnings

After having increased at a solid 2.7 percent
pace in 2019, real PCE fell at an annual rate
of 6.8 percent in the first quarter of 2020, one
of the largest quarterly drops in the history
of this series {figure 12)." As concerns about
the virus outbreak grew and government
restrictions mounted, real PCE collapsed,
falling 6.7 percent in March and a record

13.2 percent in April. Although indicators
point to an increase in May—which is
consistent with some relaxation of government
restrictions—taken together, the April data
and May indicators point to an unprecedented
decline in second-quarter consumer outlays,
Real disposable personal income (DPI), a
measure of households’ after-tax purchasing
pover, fell in the first quarter, mostly because
of a drop in household income from wages
and salaries. However, in April, real DPI
jumped 13% percent, pushing its April level
up relative to the fourth quarter at an annual
rate of more than 30 percent. Although
aggregate earnings from employment
collapsed in April, this income loss was more
than offset by government income support
from unemployment insurance and stimulus
payments.”” With households unwilling or
unable to spend a commensurate amount of
their available aggregate income, the April
saving rate shot up to 33 percent (figure 13).

11, Quarterly real PCE begins in the first quarter
of 1947

12. These programs boosted aggregate DPI; however,
the income of many individuals and households was
lower in April than in Febrary either because they did
not qualify for benefits or becanse of delays between job
loss and the receipt of those benefits.
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Consumer sentiment has tumbled . . .

Households’ concerns about their economic
situation, as reflected in consumer sentiment,
may be leading them to save more for
precautionary reasons. The University of
Michigan Surveys of Consumers index of
consumer sentiment dropped almost 29 points
between February and May (figure 14), with
declines in both the current and expected
conditions indexes. The Conference Board
survey measure in May also was down sharply
from February, with respondents similarly
grim about current prospects but somewhat
more upbeat than in the Michigan survey
about future conditions.

... and overall household wealth fell in
the first quarter

In the first quarter, the ratio of aggregate
household net worth to household income
fell, driven by sharp declines in equity prices
(figure 15). House prices—which tend to
respond to economic developments more
slowly than equity prices and are of particular
importance for the value of assets held by a
large portion of households—continued to
increase in the first quarter and moved up
further in April (figure 16). Since March,
equity prices have posted sizable gains but are
still below their February peak.

Consumer lending standards have
become less accommodative, but credit
is still available to households with strong
credit profiles

Since the onset of the pandemic, consumer
lending standards have become less
accommodative on balance. Borrowing
conditions are tight for individuals with low
credit ratings, but credit remains available to
those with strong credit profiles. Nevertheless,
consumer borrowing has fallen as spending
has slumped (figure 17). While banks have
tightened lending standards on credit card and
auto loans, according to the April Senior Loan
Ofticer Opinion Survey on Bank Lending
Practices (SLOOS), captive auto lenders have
rolled out generous loan incentives to boost
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Source: For net worth, Federal Reserve Board, Statistical Release
Z.1, “Financial Accounts of the United States”; for income, Bureau of
Economic Analysis via Haver Analytics.

16 Prices of existing single-family houses
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17. Consumer credit flows
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18. Mortgage rates
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Note: The data are weekly through June 4, 2020,
Source: Freddie Mac Primary Mortgage Market Survey.
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Source: For new home sales, Census Bureau; for existing home sales,
National Association of Realtors; all via Haver Analytics.

sales.” Due to the high cost of servicing

loans in forbearance and uncertainty about
whether borrowers will be able to resume
making payments when the forbearance period
ends, mortgages have become hard to obtain
for borrowers with low credit scores or with
incomes that are difficult to document. Credit
conditions have also tightened significantly for
other higher-risk loans, such as jumbo loans
and cash-out refinances, and the increase in
costs and risks associated with originating
mortgages has raised primary mortgage rates
relative to yields on mortgage-backed securities
(MBS). Nevertheless, mortgage rates currently
have fluctuated around the lowest levels seen in
the past 10 years (figure 18).

Housing-sector activity has fallen sharply
after starting the year on a solid footing . . .

After turning up starting around the middle
of 2019 as mortgage rates moved lower, new
home sales, existing home sales, and single-
family starts and permits have posted outsized
declines beginning in March that are all

close to the largest ever recorded (figures 19
and 20). Similarly, the COVID-19 outbreak
and mitigation efforts have caused households’
perceptions of homebuying conditions and
builders’ ratings of current sales to move down
despite historically low mortgage rates.

.. and business fixed investment has
tumbled . . .

The pandemic has curtailed business
investment, as many investment projects were
delayed or canceled because of lower profit
expectations, concerns about future demand,
reduced credit availability, and uncertainty
about how businesses will operate in the
future. Real business fixed investment—that is,
private expenditures for equipment, structures,
research and development (R&D), and other
intellectual property—contracted at an annual
rate of about 8.0 percent in the first quarter
of 2020, coming off a drop of 0.4 percent

for 2019 as a whole (figure 21). The decline
was centered in equipment investment as well

13. Even with lending standards unchanged, credit
access can tighten as people lose their jobs, fall behind on
their payments, and see their scores deteriorate.



as in outlays for nonresidential buildings. In
addition, lower oil prices contributed to a drop
in investment in drilling and mining structures.
Investment in intellectual property like
software, R&D, and entertainment originals
recorded a tepid increase in the first quarter
after posting solid gains in 2019, Forward-
looking indicators of business spending, such
as new orders of nondefense capital goods,
excluding the volatile aircraft category, have
plunged recently amid sharply lower business
sentiment and profit expectations from
industry analysts.

... while corporate financing conditions
have deteriorated

Financing conditions for nonfinancial firms
were robust eatly in the year but tumbled
during the global spread of COVID-19
(figure 22). The gross issuance of corporate
bonds in the investment-grade segment was
solid until late February, when it became
intermittent at best as market functioning
deteriorated. Meanwhile, issuance in the
speculative-grade segment was essentially
nonexistent following the broad risk-off
sentiment in the market over the public
health crisis. While investment-grade issuance
recovered at a strong pace following the
March Federal Reserve announcement on
corporate credit funding facilities, high-yield
issuance began to pick up only after the
April announcement to expand the facilities
to include support for some recent “fallen
angels"—bonds downgraded to a speculative-
grade credit rating from an investment-grade
rating because of declining credit quality—
and high-yield exchange-traded funds.™ The
solvency outlook of corporate bonds for
both the investment- and speculative-grade
segments of the market dropped over the first

14. See Board of Governors of the Federal Reserve
System (2020}, “Federal Reserve Announces Extensive
New Measures to Support the Economy,” press release,
March 23, htt rww. federalreserve.gov/newsevents/
pressreleases/monetary20200323b.htm; and Board
of Governors of the Federal Reserve System (2020),
“Federal Reserve Takes Additional Actions to Provide
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20, Private housing starts and permits
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Up t0$2.3 Trillion in Loans to Support the Economy,”
press release, April 9, https:/fwww federalreserve. gov/
newsevents/pressreleases/monetary20200409a.htm.

‘Nome: The data incorpotate preliminary estimates for 2020:Q1.
Source: Federal Reserve Board, Statistical Release Z.1, “Financial
Accounts of the United States.”
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23. Change in real imports and exports of goods
and services
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Source: Bureau of Economic Analysis via Haver Analytics.

half of the year as the pace of downgrades
intensified and the volume of defaults picked
up. Furthermore, the monthly volume of
fallen angels reached a record high in March,
and market analysts forecast this trend to
continue with a record annual volume of
debt being downgraded to high vield this
vear amid declining earnings and elevated
leverage. Spreads on corporate bond yields
over comparable-maturity Treasury securities
have widened substantially amid worsening
credit conditions. Institutional leveraged
loan issuance volume was robust to start the
first quarter, but it subsequently came to a
standstill in March because of the pandemic.
Newly launched volume increased somewhat
starting in April but remains at subdued
levels. Banks tightened standards and terms
significantly on commercial and industrial
(C&I) loans, according to respondents to

the April SLOOS, and demand for C&I
loans strengthened amid concerns about the
pandemic. C&I loan growth at banks has
picked up in the first half of the year, largely
driven by soaring credit-line drawdowns
since the beginning of March, as firms with
existing credit lines sought to increase their
internal cash buffers, and by lending to smaller
businesses through the Paycheck Protection
Program (PPP) since April.”®

Both exports and imports declined
sharply in the first quarter

The sudden drop in global demand and
production and stified global value chains took
a toll on international trade. U.S. real exports
of goods and services in the first quarter
declined at an annual rate of nearly 9 percent,
as exports of services—including travel to

the United States—plunged (figure 23). Real
imports fell just over 15 percent, as U.S.
consumers and firms cut back on spending,
travel abroad halted, and shipments of
imported goods were delayed. The trade

15, Fora more detailed description of the economic
conditions for small businesses, including a discussion of
the support provided by Federal Reserve facilities, see the
box “Small Businesses during the COVID-19 Crisis.”



100

deficit, relative to GDP, narrowed in the first
quarter compared with 2019 (figure 24).

Federal fiscal stimulus will provide
substantial support to economic activity
in 2020 while also significantly boosting
the budget deficit and debt . ..

Federal fiscal policy measures enacted in
response to the pandemic have provided
income support for households and businesses;
increased grants-in-aid to state and local
governments; and facilitated loans to
businesses, households, states, and localities.
The Congressional Budget Office (CBO)
projects that in fiscal year 2020, the additional
federal government expenditures and foregone
revenues from these policies will total more
than §2 trillion, around 10 percent of nominal
GDP." (For a more detailed discussion of
these policies, see the box “Federal Fiscal
Policy Response to COVID-19.”) In addition,
the decline in economic activity has pushed
down tax collections while pushing up outlays
for certain transfer programs—most notably
for unemployment insurance and Medicaid
(figure 25). These tax decreases and transfer

16. The CBO's forecasts and estimates can be
found at Congressional Budget Office (2020),
“Discretionary Spending under Division A, the
Coronavirus Preparedness and Resp ) 1
Appropriations Act, 2020 (table 1), March 4, https://
www.cho.gov/system/files/2020-03/r6074. pdf; Phillip
L. Swagel (2020), “Preliminary stimate of the
Effects of H.R. 6201, the Families First Coronavirus
Response Act,” Congressional Budget Office, letter to
Nita M. Lowey, April 2, https:/wvw.cho.gov/system/
files/2020-04/HR6201.pdf; Phillip L. Swagel {2020),
“Preliminary Estimate of the Effects of H.R. 748,
the CARES Act, Public Law 116-136, Revised, with
Corrections to the Revenue Effect of the Employee
Retention Credit and to the Modification of a Limitation
on Losses for Taxpayers Other Than Corporations,”
Congressional Budget Office, letter to Mike Enzi, revised
April 27, https/fwww.cbo.govisystem/files/2020-0d/
w748 pdf; Congressional Budget Office (2020),
“Changes in Direct Spending under Division A, Small
Business Programs” (table 1), April 22, hitps:/fwww
cbo.gov/system/files/2020-04/hr266.pd; and Phillip L.
Swagel (2020), “CBO's Current Projections of Output,
Employment, and Interest Rates and a Preliminary
Look at Federal Deficits for 2020 and 2021, CBO Blog,
April 24, https:/fwww.cbo.gov/publication/56335.
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25. Federal receipts and expenditures
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Federal Fiscal Policy Response to COVID-19

In response to the immense health and economic
conseguences of the COVID-19 pandemic, federal
lawmakers have enacted a variety of measures. These
measures are expected to raise government outlays and
reuce tax revenues—the sum of which we refer to as
fiscal suppert—by nearly $2% trillion over 10 years, of
which about $2 trillion is expected in the current fiscal
year, according to the Cangressional Budget Office
(CBO) ffigure A, row 5). The legislation also included
$454 billion for the Department of the Treasury to fund
lending facilities established by the Federal Reserve
and $46 billion to provide loans to the airline industry.'
Consistent with the historically large econamic
consequences resulting from the COVID-19 pandemic,
the amount of fiscal support that has been enacted
constitutes the fastest and largest fiscal response to any
postwar economic dewnturn.

Figure B breaks down the estimated fiscal support
for fiscal year 2020 (figure A, column 1) into four broad
categories: (1) direct aid to households, (2} loans or
grants to small businesses, (3) other aid to businesses,
and (4) government purchases of goods and services or
grants to state and local governments.

The rest of this discussion provides a brief overview
of the main components of the four stimulus bills,
focusing an the CBO' estimate of fiscal support
(increased outlays minus reduced tax revenues) for
fiscal 2020, organized by the four categories assigned
in the figure.

Direct Aid to Households: $740 billion

The largest companent of income support is roughly
$290 billion in ane-time payments to households.
These stimulus checks provide households with a
one-time refundable tax credit of $1,200 per adult
and $500 per child 16 and undler, with a phaseout
atincomes between $75,000 and $100,000 for
individuals and between $150,000 and $200,000
far couples. By the end of May, according to the

1. The CBO estimates that the amounts committed will
significantly increase total lending by the Treasury Department
and the Federal Reserve, However, the CBO does not expect
the lending will result in budgetary owtlays as calculated on
anet present value basls, and so it is not ineluded in our
measure of fiscal support.

A Fiscal support in response to COVID-19, by legislation
tillions of dollars)

Fiscal years
2020~
2020 2030
(1) Coronavirus Preparedness.
&Response Act 1 4 4
(2) Families First Coronavirus
Response Act 134 57 192
(3} Coronavirus Aid, Relief, and
Economic Security Act 1,606 448 1,71
(4) Paycheck Protection Program
and Healthcare
Enhanoement Act 434 43 485
(5) Total 2,176 551 2406

Hore: The full title of the act in row 1 is Coronavirus Preparedness and
Response Supplemental Appropriations.Act, 2020, Values are i billiens of dollars
Funding for the Department of the Treasury to provide loans to the aiine industry
and 10 fund lending facilities established by the Federal Reserve are net included.
Fiscal support is smaller over the 2020-30 period than over the 2020-21 period
mainly because of the payment of defared payrolltax iablites.

Sounct; Cangressional Budget Offce.

Treasury Department, nearly all of the stimulus checks
had been disbursed. The second major piece of
household income support is $230 billien in expanded
unemployment insurance (U1} benefits, Ul benefits
were increased by $600 per week through the end of
July; eligibility was expanded through December for
“aig” warkers, the self-employed, and those who are
unable to work as a result of the COVID-19 cutbreak;
and benefit durations were extended by 13 weeks
through December. According to the CBO, around
§70 billion in the more generous weekly benefits had
been paid through the end of May. The legislation also
pravides student loan and mortgage relief, suspending
loan payments and interest accrual on federal student
loans until the end of September and reducing or
suspending mortgage payments for mortgages backed
by govemment-sponsored enterprises.” Another
component of the legislation provides fecerally
mandated paid sick leave for workers at employers with
(continued))

2. The CBO did not provide an explicit estimate of the
mortgage relief provisions, and their effects are not included
in the §740 billion total because they were partially
implemented by the various agencies involved before the
passage of the CARES Act.
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B. Fiscal support in fiscal year 2020

O idto

businesses: $420
Loans/grans
1o gmall
S760
Government
purchases/grants:
$260
Aid to households:
§740

NotE: Funding far the Department of the Treasury to provide loens to the
airline industry and to find lending facilities estsblished by fhe Feders]
Reserve are not included. Fiscal support is in billions of dollars and rounded
10 the nearest $10 billion,

Source: Congressional Budget Office.

fewer than 500 employees. The cost of the sick leave

is rebated to employers through refundable payroll tax
credits, which are expected to total about $90 billion in
fiscal 2020. Employees are entitled to up to two weeks
of paid leave equal to normal earnings for employees or
family members who are directly affected by COVID-19
or COVID-19-related closures; additionally, employees
are entilled to 10 weeks of paid leave at two-thirds
normal pay for those caring for a child whose school

or daycare is closed. In addition, about $30 billion in
tax relief was provided to households in fiscal 2020,
primarily through expanding the deductibility of certain
business losses from individual tax liabilities.

Loans and Grants to Small Businesses:
$760 billion

The Paycheck Protection Program provides about
§670 billion in support to businesses with fewer than
500 employees through loans of up ta 250 percent
of monthly payroll costs before the crisis (subject to
a cap of $10 million). These loans will be forgiven if
employment and compensation are maintained relative
to a pre-crisis level. In addition, small businesses are
supported by about $90 billion in Small Business
Adnministration (SBA) Economic Injury Disaster Loans
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and by six-month loan payment deferrals for new and
existing SBA borrowers.

Other Aid to Businesses: $420 billion

Businesses are aided by several provisions that
reduce tax revenues in fiscal 2020, with the largest
reduction coming from delaved payment of employer-
side payroll taxes until 2021 and 2022, which is
expected to recuce tax payments by $210 billion in
fiscal 2020 but mostly be made up in subsequent
years. An additional raughly $90 billion reduction
in fiscal 2020 tax liability results from modifications
of the treatment of net operating losses and interest
expenses for corporations, The legidation also provides
nearly $50 billion in payroll tax relief for businesses
significantly affected by COVID-19 shutdowns in
order to retain employees. Aside from tax relief,
about $20 billion in loans and grants are expected
to go to passenger and cargo air carriers and related
contractors to support payrall expenses for aviation
workers affected by the pandemic. In addition, about
$50 billion in funds are expected to go to hospitals
to support health-care-related expenses or provide
relief for lost revenues. Finally, while they do not
show up in the CBO's estimates of fiscal support, the
legislation provided up to $454 billion for the Treasury
Department to fund lending facilities established by
the Federal Reserve to offer loans to businesses as well
as state and local governments and provided up to
$46 billion to offer loans to the airline industry.

Direct Government Purchases and Aid to
State and Local Governments; $260 billion

The largest part of this aid category consists of
about $150 billion in relief funding to state andl local
governments for expenses related to dealing with the
COVID-19 pandemic. State governments will also
receive an extra $30 billion through a temporary
increase in the share of Medicaid expenditures that
the federal government covers. In addition, the Federal
Emergency Management Agency is expected to spend
$50 billion in disaster relief funds to provide assistance
to individuals and organizations affected by the
COVID-19 crisis.
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26. Federal government debt held by the public
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Note: The data for gross domestic product (GDP) are at an annual
rate. Federal debt held by the public equals federal debt less Treasury
securities held in federal employee defined-benefit retirement accounts,
evaluated at the end of the quarter. The data for federal debt begin in
1947 and are annual from 1947 to 1950. The value for 2020:Q1
incorporates preliminary estimates.

Souzce: For GDP, Bureau of Fconomic Analysis via Haver
Analytics; for federal debt, Federal Reserve Board, Statistical Release
Z.1, “Financial Accounts of the United States.”

increases, working in tandem with the
discretionary stimulus, will support aggregate
demand and help blunt the extent of the
economic downturn.

The combination of the discretionary stimulus
measures and the response of receipts and
expenditures to the decline in economic
activity—referred to as automatic stabilizers—
are expected to cause the budget deficit to
balloon from its already elevated level. The
CBO expects the federal unified budget deficit
to widen from 4% percent of nominal GDP

in fiscal 2019 to 18 percent of nominal GDP
in fiscal 2020, the largest annual deficit asa
share of GDP in the post-World War II era.”
The ratio of federal debt held by the public

to nominal GDP is expected to rise from

79 percent in fiscal 2019 to 101 percent by the
end of fiscal 2020, the highest debt-to-GDP
ratio since 1947 (figure 26).

.. and state and local governments
confront a fiscal crisis as tax
revenue shrinks

A sharp reduction in tax revenues due to

a collapse in income and retail sales tax
revenue is placing significant stress on state
governments. Local governments, which rely
on more cyclically stable property taxes, will be
somewhat less directly affected. Nevertheless,
local governments rely on aid from their

state governments, particularly for primary
and secondary education, and the budget
strains at the state level will therefore likely be
passed down to localities. In April and May,
state and local governments shed more than
1% million jobs as schools and universities
closed early and local governments reduced
their noneducation workforce. These state
and local budget strains will be partially offset
by grants from the federal government. (See
the box “Federal Fiscal Policy Response to
COVID-19" for further details.)

17. See Phillip L. Swagel (2020), “CBO’s Current
Projections of Output, Employment, and Interest Rates
and a Preliminary Look at Federal Deficits for 2020
and 2021, CBO Blag, April 24, https:/fwww.cho.gov/
publication/56335.
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Risks to the outlook are greater than usual

The path ahead is extraordinarily uncertain.
First and foremost, the pace of recovery will
ultimately depend on the evolution of the
COVID-19 outbreak in the United States

and abroad and the measures undertaken to
contain it. Importantly, some small businesses
and highly leveraged firms might have to shut
down permanently or declare bankruptey,
which could have longer-lasting repercussions
on productive capacity. (For a more in-depth
discussion of the potential consequences of
the shutdowns on small businesses, see the
box “Small Businesses during the COVID-19
Crisis.”) In addition, there is uncertainty about
future labor demand and productivity as firms
shift their production processes to increase
worker safety, realign their supply chains,

or move services online. Furthermore, if
employees are not called back to their former
jobs, their period of unemployment could
increase, potentially leading to lower wages
when they do eventually find a job. Finally,
applications for employer identification
numbers, which are an early indicator of new
business formations, are tracking well below
levels from recent vears and may suggest a
slower pace of future job creation through
this channel.

Financial Developments

The expected path of the federal funds
rate over the next several years has fallen
to near zero

The expected path of the federal funds rate
over the next several years has declined since
early January and is now flat at the effective
lower bound for the next few years (figure 27).
Before the Federal Reserve lowered the
target range for the federal funds rate to 0
to % percent in March, policy expectations
dropped substantially in late February

and early March as COVID-19 concerns
intensified. Market-based measures suggest
that the expected federal funds rate remains
below (.25 percent through mid-2023.%

18. These measures are based on a straight read of
market quotes and are not adjusted for term premiums.
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27. Market-implied federal funds rate path
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Source: Bloomberg; Federal Reserve Board stafl estimates.
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Small Businesses during the COVID-19 Crisis

Small businesses employ nearly half of U.S. private-
sector workers, play key roles in local cormunities,
and provide income to millions of business owners.
The COVID-19 pandemic poses acute risks ta the
survival of many small businesses. Widespread failure
of small businesses would create economic insecurity
for millions of workers and business owners, slow
down the economic recavery, and alter the economic
landscape of local communities. The Congress, the
Federal Reserve, and other federal agencies are making
aggressive efforts to support small businesses.

More than 99 percent of U.S. firms have fewer than
500 employees, and almost 90 percent have fewer
than 20 employees. Altogether, businesses with fewer
than 500 employees account for almest half of private-
sector jobs." Small businesses and small nonprofit
organizations are particularly prevalent in service
industries and include examples such as car dealers,
restaurants, barber shops, medical offices, legal offices,
hame repair contractors, and religious organizations.
These businesses and organizations are pait of the
economic and social landscape of local communities
and neighborhoods. Small businesses are also prevalent
in manufacturing supply chain industries.* Moreover,
the businesses that spur innovation, contribute to
nationwide job and productivity growth, and turn into
large household names typically start out as small
businesses.!

1. See LS. Census Bureau (2020), JDWSUSBAnnua\
Data Tables by Establishment Industry, hiip:
data/tables/2017 lecon/sush/2017-sush-annual html.
in this discussion refer to “emplover” businesses—the reughly
six million businesses with farmal employees. There are also
roughly 26 million “nonemployer” businesses in the United
States, such as freelance consultants or ride-sharing drivers.

2. For example, small businesses constitute at least
80 percent of employment in machine shops; precision turned
product manufacturing; miscellaneous fabricated metal
product manufacturing; commercial screen printing; and
electroplating, plating, polishing, anodizing, and coloring.

3. See Ryan Decker, John Haltiwanger, Ron Jarmin, and
Javier Miranda {2014), "The Role of Entrepreneurship in LS.
Job Creation and Econemic Dynamism,” foumal of Econamic
Perspectives, vol. 28 (Summer], pp. 3-24.

Small businesses are particularly vulnerable ta social
distancing for two main reasons. First, small businesses
are prevalent in sectors that have seen especially large
declines in revenue due to social distancing; small
businesses make up about 60 percent of employment
in the “leisure and hospitality” sector and about
85 percent of employment in the “other services” sector
{which includes assorted neighborhood fixtures like
churches and beauty salons). Second, small firms tend
to be more financially constrained than larger firms.

For example, bank account data suggest that roughly
hialf of small businesses entered the COVID-19 crisis
with cash reserves sufficient for fewer than 15 days of
operations without revenue. Moreover, even under
normal circumstances, many small firms face financial
challenges and lack access to liquid financial markets,
relying instead on bank loans, credit cards, and the
personal resources of owners.®

A wide variety of data reveal an alarming picture
of small business health during the COVID-19 crisis.
Surveys of small businesses suggest that pessimism
about business viability is prevalent.® The majority of
small businesses have seen revenue losses, and half of

(continued))

4. See JPMorgan Chase & Co, Institute (2019), Place
Matters: Smeil Business Financial Health in Urban
Communities (New York: JPMorgan Chase & Co September),
htlpa finstitute.jf anchase.conve jpme/
Jpmorgan-chase-and-co/institute/pdifinstinte-place-matters.pd,

5. See Federal Reserve System {2019), Smail Business
Credlit Survey: 2019 Report on Employer Firms (New
York: Fedela\ Reserve Bank af New Vork) hllpa' "

iles/2019/
shes-employer-firms r[parr pdf; and Michael Siemer (2019),

“Employment Effects of Financial Constraints during the Great
Recession,” Review of Economics and Statistics, vol. 101
{March), pp. 16-29.

6. See John Eric Humphries, Christopher Neilson, and
Gabriel Ulyssea (2020}, "The Evolving Impacts of COVID-19
on Small Businesses since the CARES Act* Cowles Foundation
Discussion Paper 2230 {New Haven, Conn.: Cowles
Foundation for Research in Economics, April), hips://cowles.
yale.edu/sites/default/files/filesipub/d2 2/d2230.pdf; and
Metlife and U.S. Chamber of Commerce (2020), Special
Repont on Coronavinis and Small Business (Washington:
Chamber of Commerce, April 3), htips://www.uschamber.cony
reportspecial-report-coronavirus-and-small-business.
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small businesses do not expect to refumn to their usual
level of operations within the next six months.”
Employment declines have been deeper among
small businesses than among larger businesses
{figure A). Moreover, the share of total job losses
accounted for by small businesses stopping paycheck
ssuance entirely (that is, going inactive) is substantial
{light blue areas in figure A}." Data from Homebase, a
provider of scheduling and time sheet services for small
local businesses, show that between 30 and 40 percent
of establishments in sectors deeply affected by social
distancing have gone inactive since February 15.° Data
from Womply, a provider of credit card transaction
processing services, suggest that spending at small
restaurants was down 80 percent (versus a year earlier)
by early April and was still down 50 percent in early
June." Taken topether, these data suggest considerable
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A Change in employment, by firm size
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risk of failure for a large number of small k
The inflow of new businesses (which are typically
small businesses) also plummeted, as shown in
figure B. The Census Bureau reports that, in late March,
applications for new employer business tax identifiers
were down mare than 40 percent relative to a year
{continued on next page)

7. Dataare from the U.S. Census Bureau’s Small Business
Pulse Survey for the week ending May 30, 2020. Survey results
are available at hups:/iportal .census.gov/pulse/data.

8. Figure A reports results from staff calculations on
administrative payroll data from ADP; see Tomaz Cajner,
Leland Crane, Ryan Decker, John Grigshy, Adrian Hamins-
Puertolas, Erik Hurst, Christopher Kurz, and Ahu Yildirmaz
{2020), “The US. Labor Market during the Beginning of the
Pandemic Recession,” NBER Working Paper Series 27159
(Cambridge, Mass. National Bureau of Economic Research,
May, https:/Awwwnber.orgipapers/w27159.

9. Homebase data initially included about 60,000 active
businesses. Business inactivity is defined as zero hours worked
during the week ending May 30 in the leisure and hospitality
and the other services sectors. More information is available
on the Homebase website at https:/joinhomebase.comblog/
real-time-covid-19-data.

10. For additional details, see Womply (2020}, “Data
Dashhoard: How Coronavirus/COVID-19 Is Impacting Local
Business Revenue across the U.S," Womply Blog, May 28,
https:/f womply.com/blog/data-dashboard-how-coronayirus
covid-1%is-impacting-local-business-revenue-across-the-u-s.

Notz: Employment declines are relative to February 15 and extend
thraugh May 9, 2020, The key identifies bars in order from top to
bottom.

Source: Cajner and others (2020) see box note §); Federal Reserve
Board staff calculations using ADP, LLC, microdata,

B. New business applications
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Note: The data extend through May 30, 2020. The data are derived
from applications for employment identification numbers that list a
planned date for initial wage payments.

Source: Census Bureau via Haver Analytics.
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Small Businesses during the COVID-19 Crisis (continued)

earlier; the series has only gradually recovered and The Federal Reserve is alsa supparting lending
was still just below last year's pace as of late May. to small businesses through the Term Asset-Backed
Business entry is a key contributor to job creation; with  Securities Loan Facility, which lends to holders of,
business exits and associated job destruction likely to~ among others, securities backed by lans guaranteed
be elevated during the COVID-19 episode, new firm by the Small Business Administration. In addition, the

creation is even more important than usual.” Federal Reserve has established the Main Street Lending
The Congress, the Federal Reserve, and other federal  Program (MSLP), which features a range of facilities

agencies have acted swiftly to help address the risk designed to provide support to small and medium-

of widespread small business failure. As part of the sized firms.”

CARES Act (Coronavirus Aid, Relief, and Economic Small businesses make vital contributions to labor

Security Act), the Cangress created the Paycheck markets and their local communities, and a critical

Protection Program (PPP) to provide small businesses  subset of small businesses are young, innovative firms
with funds to retain employees for roughly two months. — with the potential to create many jobs and increase

The Federal Reserve is bolstering the effectiveness overall productivity. The nature of the economic
of the PPP through the Paycheck Protection Program recovery that follows the COVID-19 crisis will depend
Liquidity Facility, which extends credit to eligible in parton the survival of small businesses. Small
financial institutions to finance PPP loans. About business failures nat only destroy jobs, but also erase
three-fourths of small businesses with employees have  the productive knowledge within the firms, deplete
applied for PPP assistance, suggesting the program the assets of business owners, alter the character of
is extremely valuable and timely, and a large share communities and neighborhoods, and, in some cases,
of these applications have been approved; however, deprive the country of innovations, The Fedleral Reserve
some industries may face an ongoing need after the will continue to menitor the conditions of small
program expires." businesses and support this fundamental segment of
the economy.

1. Research suggests that a drop in new business
formation and the resulting “lost generation” of firms during,
the Great Recession contributed to a slow recovery in output
and employment. See, for exarple, Petr Sedlacek (2020, “Lost
Generaticns of Firms and Aggregate Labor Market Dynamies,”  —————————
Jounal of Monetary Economics, vol. 111 (May), pp. 16-31. 13, A current description of the MSLP is available on

12. Data are from the U.S. Census Bureau'’s Small Business  the Board’s website at hiups://wwiw.federalreserve gov/
Pulse Survey; see box note 7. monetarypalicy/mainstreetending.htm.
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Survey-based measures of the expected path
of the policy rate also moved down from the
levels observed at the end of 2019. According
to the results of the Survey of Primary Dealers
and Survey of Market Participants, both
conducted by the Federal Reserve Bank of
New York in April, the median of respondents
modal projections implies a flat trajectory for
the target range of the federal funds rate at the
effective lower bound for the next few vears.”

)

The U.S. nominal Treasury yield curve has
shifted down sharply . ..

After moving lower over the second half of

2019, nominal Treasury vields fell sharply in 28. Yields on nominal Treasury securities
late February and early March as investors’
concerns regarding the implications of

the COVID-19 outbreak for the economic — — 6
outlook led to both falling policy expectations
and flight-to-safety flows, with longer-

term Treasury security yields dropping to
historically low levels (figure 28). Longer-
term yields increased moderately and realized
volatility spiked for a period in March as
selling pressures grew, leading to dealer
balance sheet capacity constraints and
impaired trading conditions, before falling L ;oo: Lnﬁé '!m] SJ ;m; lmi i i ;D“‘i lm' e
back again after the Federal Reserve’s actions — — —
helped restore smooth market fllnctioning. Source: Department of the Treasury via Haver Analytics.
(See the box “Federal Reserve Actions to

Ensure Smooth Functioning of Treasury and

MBS Markets” in Part 2 for a more detailed

description of the Treasury market during

March.) More recently, vields on longer-term

Treasury securities rose somewhat, linked at

least partially to the expected increase in the

issuance of longer-term Treasury securities

as well as some improvement in investor

sentiment. Options prices suggest that near-

term uncertainty about longer-dated Treasury

vields rose sharply in March to levels not

seen since the Global Financial Crisis before

retracing,

Dally Buroant

19. The results of the Survey of Primary Dealers and
the Survey of Market Participants are available on the
Federal Reserve Bank of New York's website at hitps:/
www newyorkfed.org/markets/primarydealer_survey
questions.html and https:/www.newyorkfed.org/
markets/survey_market_participants, respectively.
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29, Yield and spread on agency mortgage-backed
securities

Peroant Easis points
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Note: Data are daily and extend theough June 8. Yield shown is for
the Fannie Mae 30-year curtent coupon, the coupon rate at which new
mortgage-backed securities would be priced at par, o face, value, Spread
showt is 10 the average of the 5-and 10-year neminal Treasury yields.

Souace: Department of the Treasury; Barclays Live.

30. Corporate bond yields, by securities rating and
municipal bond yield
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Note: Investment-grade corporate is the 10-year triple-B, which
reflects the effective yield of the ICE BofAML 7-to-10-year triple-B US,
Corporate Index (C4A4). High-vield corporate is the 10-year high vield
and reflects the effective yield of the ICE BofAML 7-to-10-year US,
Cash Pay High Yield Index (J4A0). Municipal is the Municipal Market
Advisors 20-year yield.

Source: ICE Data Indices, LLC; Municipal Market Advisors, used
with permission.

... but spreads of other long-term debt

to Treasury securities rose

Yields on 30-year agency MBS—an important
determinant of mortgage interest rates—
decreased somewhat, on balance, though less
than the vields on nominal Treasury securities,
since the start of the year and remained very
low by historical standards (figure 29).

Early in the year, vields on both investment-
and speculative-grade corporate bonds as
well as primary- and secondary-market
municipal bonds were near record lows
(figure 30). Spreads on corporate bond yields
over comparable-maturity Treasury yields
were in the lower end of their historical
distribution. Since mid-February, corporate
spreads have increased appreciably as market
functioning deteriorated and credit quality
declined. In March, spreads to comparable-
maturity Treasury securities increased sharply
for corporate debt but remained below those
observed during the 2008 Global Financial
Crisis. Spreads started to normalize following
the Federal Reserve announcements of
corporate bond facilities in late March,
particularly for investment-grade corporate
debt, but remain higher than at the end

of 2019. Similarly, yields and spreads for
municipal debt rose strikingly in March, with
spreads to comparable-maturity Treasury
securities spiking to their highest level since the
Global Financial Crisis as market functioning
declined and concerns about municipal

credit quality arose. Yields on municipal debt
partially recovered following Federal Reserve
announcements in late March and April of
support to municipal debt markets through
liquidity facilities.

Liquidity in markets for Treasury
securities and mortgage-backed securities
deteriorated sharply before recovering
following various Federal Reserve actions

A number of indicators of Treasury market
functioning—including bid-ask spreads, bid
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sizes, estimates of transaction costs, and
measures of market depth—deteriorated
significantly in late February and March, but
conditions improved considerably following
Federal Reserve asset purchases and the
creation of credit and liquidity facilities. (See
the box “Federal Reserve Actions to Ensure
Smooth Functioning of Treasury and MBS
Markets” in Part 2.) Bid-ask spreads remain
higher than those seen at the end of the vear
in the off-the-run market and for the 30-year
bond in the on-the-run market, and market
depth remains low. MBS spreads have fallen
back markedly, but prepayment risk and
uncertainty about forbearance continue to put
upward pressure on spreads. Strains remain in
some less liquid parts of the market.

Broad equity prices dropped notably
amid the global spread of COVID-19

before rebounding

FEquity prices continued to increase early in the
vyear before tumbling in March, dropping as
much as 34 percent from peak to trough. Prices
have mostly recovered against a background
of unprecedented, forceful, and rapid
monetary and fiscal policy responses as well

as recent tentative signs of economic revival
associated with the easing of restrictions and
in the face of bleak forecasts for U.S. firms’
earnings in 2020 (figure 31). The decline in
stock prices was widespread across all sectors,
with the largest declines in the energy and
banking sectors. Measures of implied and
realized stock price volatility for the S&P

500 index—the VIX and the 20-day realized
volatility—spiked to levels that were most
recently observed during the financial crisis
(figure 32). They have since retraced much of
that increase but remain at elevated levels. (For
a discussion of financial stability issues, see

the box “Developments Related to Financial
Stability.”)
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31, Equity prices
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32. 8&P 500 volatility

Dally Peroent
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Source: Cboe Volatility Index® (VIX®) via Bloomberg; Federal
Reserve Board staff estimates,
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Developments Related to Financial Stability

The COVID-19 pandeniic has abruptly halted large
swaths of economic activity and led to swift financial
repercussions. Despite increased resilience from the
financial and regulatory reforms adapted since 2008,
financial system vulnerabilities—most notably those
associated with liquidity and maturity transformation
inthe nonbank financial sector—have amplified some
of the economic effects of the pandemic. Accordingly,
financial-sector vulnerabilities are expected to be
significant in the near term. This discussion reviews
vulnerabilities in the LU.S. financial system at the
onset of the pandemic and describes some of the
extraordinary measures taken by the Federal Reserve lo
mitigate the brunt of the shock.

At the onset of the pandemic, asset valuation
pressures in the United States were elevated. Spreads,
risk premiums, and implied volatility were at the low
ends of their historical distributions amang several
large asset categories, including domestic equities
and corporate bonds. Beginning in late February,
expectations for global economic growth plummeted
and uncertainty increased sharply, driving down
risky asset prices and putting dowmward pressure on
Treasury yields. Equity prices plunged as concern over
the COVID-19 outbreak grew and volatility surged to
extreme levels. Trading conditions became impaired
across several markets, posing significant chal lenges
to price discovery and increasing trading costs,

Yields on corporate bonds aver comparable-maturity
Treasury securities widened to the highest levels since
the Global Financial Crisis (GFC}. Leveraged loan
spreads also widened, especially for lower-rated loans.
Since late March, however, investors” tolerance for
risk increasecl somewhat following interventions by
the Federal Reserve; subsequently, risky asset prices
partially retraced their course and market functioning
improved. While the data on real estate prices mostly
predate the COVID-19 cutbreak, commercial real
estate markets, in particular, had elevated valuation
pressures at the beginning of 2020, making them
vulnerable to significant price declines stemming from
the unfolding effects of the pandenmic.

On the eve of the pandemic, vulnerabilities
associated with total private-sector clebt stood at
amaderate level relative to their historical norms.
However, this assessment masks differences across the
business and household sectors. Household borrowing
advanced more slowly than everall economic activity
and remained heavily concentrated among borrowers
with high credit scores. By contrast, business debt

levels were high relative to either business assets
or gross domestic product, with the riskiest firms
accounting for most of the increase in debt in recent
years. Against this backdrop, the COVID-19 cutbreak
poses severe risks to businesses and millions of
households. For businesses, as economic activity
continues to contract, the related reduction in earnings
and additional debt needed to briclge the downtum
will increase the debt burden and default risk. For
households, the sudden and outsized increase in
unemployment and sharp decline in family incomes
may give rise to widespread delinquencies and defaults.

In the financial sector, banks, as of the fourth quarter
of 2019, were well capitalized relative to historical
levels, in part due to the regulatory reforms enacted
after the GFC. To dlate, banks have been able to meet
surging demand for draws on credit lines while also
building loan loss reserves to absorb higher expected
defaults. Leverage at broker-dealers changed little in
the second half of 2019 and remained at historically
low levels. However, in March, constraints on dealers’
intermediation capacity, including internal risk-
management practices and regulatory constraints on
the bank holding companies under which many dealers
operate, were cited as possible reasons for deteriorating
liquidity in even usually liquid markets. Leverage at
life insurance companies has reached post-2008 highs.
Mareover, the capitalization of the life insurance sector
is likely to deteriorate in coming quarters because
of lower-than-expected asset valuations and lower
long-term interest rates. Some measures suggest that
hedge fund leverage continued to expand through
the end of 2019. Higher leverage left hedge funds
vulnerable to asset price declines and to the increase in
market volatility accompanying the COVID-19 shock.
The subsequent deleveraging by hedge funds likely
contributed to market dislocations in February
and March,

Funding markets proved less fragile than during
the 2007-09 episade in the face of the COVID-19
outbreak and the associated financial market turmoil.
The subdued reliance of large bank holding companies
on short-term funding and their robust holdings of high-
quality liquid assets have prevented any considerable
stress in the banking sector. Nonetheless, significant
strains emerged and emergency Federal Reserve
actions were required to stabilize short-term funding
markets. Recent growth fn prime money market mutual
funds (MMFs) and large holdings of corporate debt

(continued))
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by other mutual funds increased the vulnerabilities in
the financial system. These vulnerabilities produced
considerable strains in March as asset prices fell and
investors became more risk averse. Prime MMFs and
bond mutual funds experienced significant outflows
in March, leading to severe strains in markets funded
by these institutions—notably, commercial paper (CPy
and corporate bond markets. The tensians began to
ease only after the Federal Reserve took several actions
targeted at these markets, as will be discussed.

The outlook for the pandemic and economic activity
is uncertain. In the near term, risks associated with
the course of COVID-19 and its effects on the LS.
and global econemies remain high. In addition, there
is potential for stresses to interact with preexisting
vulnerabilities stemming from financial system or fiscal
weaknesses in Europe, China, and emerging market
economies. In turn, these risks have the potential
to interact with the vulnerabilities identified in this
discussion and produce additional sirains for the U.S.
financial system.

Facilities to Support the Economy since the
COVID-19 Outbreak

The Federal Reserve, with the approval of the
Secretary of the Treasury, established new credit and
liquidity facilities under section 13(3) of the Federal
Reserve Act to alleviate severe didlocations that arose in
anumber of financial markets and to support the flow
of credit to househalds and businesses.' These actions
fall into two categories: stabilizing short-term funding
markets and providing more direct support for the
extension of credit across the economy.

As investors moved rapidly toward cash and the
most liquid assets, an acute liquidity squeeze emerged
in short-term funding markets in mid-March. In the
CP market, funding dried up even for companies in
good financial standing. At the same time, investors
contributed to the stress by starting to pull away from
some prime MMFs, which typically hold CP and other
highly liguid, short-term debt instruments. In response,
the Federal Reserve set up the Cammercial Paper
Funding Facility, for which the Treasury Department has
provided $10 billion of credit protection. In addition,

1. Alist of funding, credit, liquidity, and loan facilities
established by the Federal Reserve in response ta COVID-19 s
available on the Board's website at htips:/www.federalreserve,
govifunding-credit-liquidity-ane-loan-facilities.htm,

MONETARY POLICY REPORT: JUNE 2020 31

the Federal Reserve established the Money Market
Mutual Fund Liguidity Facility (MMLF), for which the
Treasury Department will provide up to $10 billion of
credit protection. The Federal Reserve established a
companion facility, the Primary Dealer Credit Facility,
to provide loans against high-quality collateral to
primary dealers that are critical intermediaries in short-
term funding markets. The announcement of these
facilities strongly affected the targeted markets. After
an initial wave of borrowing from the facilities, market
strains eased and the use of these facilities has abated.

To provide more direct support for credit across
the economy, the Federal Reserve established a
number of facilities in March and April. The Treasury’s
equity investments in many of these facilities were
authorized by the CARES Act (Coronavirus Aid, Relief,
and Ecenomic Security Act). Together, these facilities
will support the flow of up ta $2.6 trillion of credit to
large employers, small and medium-sized businesses,
households, and state and local governments. The
Primary Market Corporate Credit Facility (PMCCF)
and the Secondary Market Corporate Credit Facility
(SMCCF) were established to support employment
and spending of large, investment-grade businesses.
Following the announcement of the PMCCF and the
SMCCF, spreads of both investment- and speculative-
gradle corporate bonds declined notably, and issuance
of investment-grade corperate bonds strengthened. To
support the longer-term, market-based financing that is
critical to real economic activity, the Federal Reserve
reestablished the Term Asset-Backed Securities Loan
Facility to purchase securities backed by auto loans,
equipment leases, credit card loans, and other lending.
The Municipal Liquidity Facility was set up to help
U.S. state and local governments manage cash flow
pressures by providing credit secured through their
short-term obligations, The Federal Reserve established
the Main Street Lending Program to provide up to
$600 billion in four-year loans for small and mediurm-
sized businesses that were in good financial standing
before the pandemic. Finally, the Paycheck Protection
Program Liquidity Facility (PPPLF) was established to
bolster the effectiveness of the Paycheck Protection
Program (PPP) of the Small Business Administration.
The CARES Act created the PPP program to provide
loans that can help small businesses keep their workers
on payrolls. The PPPLF extends credit to eligible
financial institutions to finance PPP loans, taking the
loans as collateral.

(continued on next page)
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Developments Related to Financial Stability continved)

The Federal Reserve is deeply committed to
transparency and recognizes that the need for
transparency is heightened when it is called upon
to use its emergency powers. Transparency helps
promote the accountability of the Federal Reserve to
the Congress and the public. Specifically, the Board
of Governors will report substantial amounts of
information on a menthly basis for the liquidity and
lendling facilities using CARES Act funding as well
as for the PPPLF, including the names and details of
participants in each facility; amounts borrowed and
interest rate charged; and overall costs, revenues, and
fees for each facility. For the few programs that are
targeting financial market functioning, the Federal
Reserve will provide a full accounting of transactions
inthese facilities. Real-time disclosure would risk
sligmatizing participation in these facilities and
undermining the Federal Reserve's ability to provide
assurance that these systemically important markets
will continue their critical function in times of severe
market stress. The delay in disclosure will be no longer
than necessary to ensure that participants do not
hesitate to participate. While the facilities are operating,
the Federal Reserve will disclose extensive and regular
aggregate information on total borrowing, collateral
and fees, and interestincome.

Tools to Lessen Strains in Dollar
Funding Markets

The Federal Reserve has taken actions to help
maintain the flow of credit to U.S. households and
businesses by reducing financial stresses abroad, which
can spill over into U.S. credit markets. The Federal

Reserve's dollar liquidity swap lines imprave liquidity
conditions in dollar funding markets in the United
States and abroad by providing foreign central banks
with the capacity to deliver U.S. dollar funding to
institutions in their jurisdictions during times of market
stress. These swap lines provide U.S. dollars to a foreign
central bank in exchange for the equivalent amount

of funds in that central bank's currency based on the
market exchange rate at the time of the transaction. The
Federal Reserve and each participating foreign central
bank agree to swap back the same guantities of their
two currencies at a specified date in the future. During
the week of March 15, 2020, the network of swap lines
was expanded and enhanced by adding additional
central bank counterparties, lowering the price on the
lines, and increasing the frequency and maturity of
dollar operations.

In addition to the swap line enhancements, on
March 31, the Federal Reserve announced a new
program to support dollar funding markets, the
termporary FIMA (Foreign and Intemational Monetary
Authorities) Repo Facility. This facility should help
support the smooth functioning of the UL.S. Treasury
market by providing a temporary source of U.S. dollars
to a broad range of countries, many of which do not
have swap line arrangements with the Federal Reserve.
Under this facility, FIMA account holders can enter
into overnight repurchase agreements (repos) with the
Federal Reserve, temporarily exchanging U.S. Treasury
securities they hold at the Federal Reserve for U.S.
dollars. The repos are overnight but can be rolled over
as needed. The facility reduces the need for central
banks to sell their Treasury securities outright, thus

(continued))
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helping to avoid disruptions to the Treasury market and
upward pressure on yields. Since its inception, take-up
at the facility has been modest.

Regulatory and Supervisory Actions to
Support the Economy since the COVID-19
Outbreak

The Federal Reserve has also made several
adjustments to its regulatory and supervisory regime
to facilitate market functioning and reduce regulatory
impediments to banks supparting households,
businesses, and municipal customers affected by
COVID-19. These actions fall into the following four
categories:

1. acceleration of previously planned, permanent
adjustments to certain regulatory requirements
to address specific impediments to market
functioning

2. provision of additional time for banking
organizations ta phase in new regulatory
requirements

3. temporary relaxation of certain regulatory
requirements or requirements imposing
supervisory burden

4. supervisory statements encouraging banks to
support those affected by COVID-19

The first category includes changing the definition
of eligible retained income to ensure capital and total
loss-absorbing capacity buffers function as intended;
allowing early adoption of a new methad for certain
banking organizations to measure counterparty credit
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risk derivatives contracts; reducing reserve requirement
ratios to zero; and amending Regulation D (Reserve
Reqjuirements of Depository Institutions) to delete the
six-per-month limit on convenience transfers from

the “savings deposit” definition. The second category
includes allowing certain banking organizations
additional time to delay the effects of the Current
Expected Credit Losses accounting standard in their
regulatory capital and extending the initial compliance
with the Single-Counterparty Credit Limit rule by

18 months. The third category includes excluding
Treasury securities and reserves from the supplementary
leverage ratio denominater; medifying the liquidity
and capital rules to allow banking organizations to
neutralize the regulatory effects of participating in the
PPPLF and MMLF programs; introducing a change to
support the favorable treatment of term primary credit
loans from the discount window under the liquidity
rules; providing temporary waivers to banks for limits
on transactions with nonbank affiliates that offer
creditand intermediation; temporarily lowering the
community bank leverage ratic to 8 percent; giving
banks flexibility in the timing of regulatory reports; and
granting mortgage servicers flexibility to work with
struggling consumers affected by COVID-19. Finally,
the fourth category includes encouraging banks to use
their capital and liquidity buffers to work constructively
with borrowers and to make short-term loan
modifications on a good faith basfs, as well as
encouraging lenders to offer responsible small-dollar
loans to consumers and small businesses and to support
low- and moderate-income borrowers through loans
and banking fee waivers.
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33, Selected money market rates
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While overnight money market rates
generally moved down in line with
decreases in the Federal Open Market
Committee’s target range, short-term
funding markets experienced strains
before the announcement and launch of
Federal Reserve facilities

Decreases in the Federal Open Market
Committee’s (FOMC] target range for the
federal funds rate in March transmitted
effectively through overnight money markets,
with vields on a broad set of money market
instruments moving lower in response to

the FOMC'’s policy actions, Over the first
half of the year, the effective federal funds
rate (EFFR) remained within the target
range (figure 33). After printing at the top
of the target range for a few days following
the March 15 rate cut, the EFFR softened
considerably to trade near the bottom of the
range amid substantial increases in reserves.
Though upward pressures on interest rates
in overnight money markets were generally
well contained during March, short-term
funding markets experienced a liquidity
squeeze. Certain other short-term interest
rates, including those pertaining to commercial
paper and negotiable certificates of deposit,
moved up markedly. However, since the
announcement and launch of the Federal
Reserve liquidity facilities directed toward
these markets, short-term funding rates have
declined significantly.

Bank credit continued to expand, while
bank profitability declined

Aggregate credit provided by commercial
banks trended up through the first half of
2020, driven largely by soaring C&I credit-
line drawdowns since early March and by
loans originated under the PPP since April
(figure 34). While commercial real estate loan
growth remained strong, growth in residential
teal estate loans on banks’ balance sheets has
slowed since the beginning of the year, and
outstanding consumer loans contracted in
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April. First-quarter earnings reports of larger
banks indicate that bank profitability declined
considerably in the first quarter of 2020
because of narrower net interest margins and
notable increases in loan loss provisions.”

International Developments

Economic activity abroad plunged in the
first half of the year

The spread of COVID-19 throughout the
world and the measures taken to contain it
have produced devastating effects on the global
economy. Many countries closed nonessential
businesses and restricted people’s movement
during the first months of the year, leading

to a sharp global economic contraction.
Foreign GDP declined at about a 13 percent
annualized rate in the first quarter, and recent
indicators point to an even larger contraction
in the second quarter (figure 35). Available
data suggest that the decline in foreign activity
in the first half of the year has been greater
than during the Global Financial Crisis.

The collapse in economic activity across
countries followed the progression of the
virus. In China, where regions underwent
strict lockdowns as early as January, GDP

in the first quarter dropped at a stunning

36 percent annualized rate (figure 36). As the
virus spread to Europe, many coundries in
the region imposed strict social-distancing
restrictions; euro-area GDP contracted nearly
14 percent in the first quarter of 2020, The
substantial decline in commodity prices also
depressed activity of commodity exporters
such as Canada and several Latin American
countries. Recent data indicate that Chinese
production began to revive in the spring,

as infection rates fell and restrictions were

20. Official measures of first-quarter profitability for
the entire banking sector have been delayed to give banks
more time to file their regulatory reports in response to
the COVID-19 pandemic.
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35. Foreign real gross domestic product and composite
output purchasing managers index
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36. Real gross domestic product in selected foreign
economies
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Nacional de Estadistica y Geografia; all via Haver Analytics.
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37. Manufacturing output purchasing managers index in
selected foreign economies

Monthly Index
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Note: For the foreign manufacturing output purchasing managers
index (PMI), values greater than (less than) 50 indicate beiter (worse)
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Source: THS Markit, Purchasing Managers Index (PMI) Global

38.  Unemployment rate in selected advanced economies
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Statistical Office of the European Communities; for Canada, Statistics
Canada; for the United States, Bureau of Labor Statistics; all via Haver
Analytics,

Japan

gradually lifted (figure 37). Indicators of
Chinese consumption, however, remain weak.
A number of advanced foreign economies
(AFEs) began to relax social-distancing
restraints in recent weeks.

Labor market conditions deteriorated and
inflation fell . . .

Amid widespread business closures and
collapsing demand, labor market conditions
abroad have deteriorated sharply in recent
months, albeit with differences across
countries. Several European and Asian
countries have thus far experienced sizable
declines in hours worked but relatively small
increases in unemployment given the size

of the drop in economic activity, partly
reflecting direct wage subsidies provided by the
governments to keep workers on firms’ payrolls
(figure 38). In other countries, unemployment
rates increased markedly.

Although the shutdowns across the world
have reduced the global supply of goods and
services, the depressive effects on demand of
lower income, social distancing, and increased
uncertainty have predominated, driving down
inflation in the foreign economies. In several
AFEs, recent inflation readings have been well
below central bank targets, reflecting large
declines in energy prices as well as subdued
core inflation (figure 39).

... prompting swift and substantial
policy responses

Foreign fiscal authorities have aimed to fill
income gaps resulting from businesses closing
and workers staying home. Many national
governments acted decisively to support firms’
balance sheets through tax deferrals, loans,
and loan guarantees; to encourage firms to
retain workers through wage subsidies; and to
support household spending through enhanced
unemployment benefits and cash transfers.

In addition, many foreign central banks
reduced their policy rates, initiated or
enhanced credit facilities, and relaxed
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capital requirements for financial institutions.
Several AFE central banks also ramped

up asset purchase programs to alleviate
liquidity strains in their domestic capital
markets. Some emerging market economy
(EME) central banks followed suit. See

the box “Policy Response to COVID-19 in
Foreign Economies” for a more detailed
discussion of fiscal and monetary policies
implemented abroad.

Downside risks remain high

Despite aggressive fiscal and monetary
policy actions, risks abroad are skewed to

the downside. The future progression of the
pandemic remains highly uncertain, with
resurgence of the outbreak a substantial

risk. In addition, the economic damage of
the recession may be quite persistent. The
collapse in demand may ultimately bankrupt
many businesses, thereby reducing business
dynamism and innovation. Unlike past
recessions, services activity has dropped
more sharply than manufacturing—with
restrictions on movement severely curtailing
expenditures on travel, tourism, restaurants,
and recreation—and social-distancing
requirements and attitudes may further weigh
on the recovery in these sectors. Disruptions
to global trade may also result in a costly
reconfiguration of global supply chains.
Persistently weak consumer and firm demand
may push medium- and longer-term inflation
expectations well below central bank targets,
particularly in regions with already low
inflation at the onset of the recession. Finally,
additional expansionary fiscal policies—
possibly in response to future large-scale
outbreaks of COVID-19—could significantly
increase government debt and add to sovereign
risk, especially for countries with already
limited fiscal space.

Financial conditions abroad tightened,
especially in some emerging market
economies

The precipitous spread of COVID-19 in the
first months of the vear weighed heavily on
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39, Consumer price infiation in selected advanced
foreign economies
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Policy Response to COVID-19 in Foreign Economies

Authorities in foreign economies have announced a

A, Cumulative policy rate cuts by selected central banks

wide array of fiscal, monetary, and regulatory
to mitigate disruptions caused by the COVID-19
pandemic.

Many foreign governments have enacted sizable
fiscal packages to address the sudden loss of income by
firms and households, with a special focus on the most
vulnerable groups, such as low-income individuals, the
unemployed, and small and mediume-sized enterprises.
The size of the supportis, on average, considerably
larger in advanced foreign economies (AFEs) than in
emerging market econories (EMEs), as many EME
governments have more limited fiscal space.

The measures targeted at firms aimta keep them
afloat in the near term, with the hope of preserving
businesses until demand retums. Such measures
include loans at favorable terms and loan guarantees;
deferrals of taxes and social security contributions;
tax breaks and cash transfers, especially for small
and medium-sized enterprises; and targeted
sectoral support. For households, the measures aim
to provide income to those in need and alleviate
payment difficulties. These policies include increased
unemployment and pension payments, mortgage
deferrals, accelerated transfer payments, and direct
cash payments. In addition, several AFEs and some
Asian emerging economies have adopted large direct
wage subsidies to keep workers on firms' payrolls.
Such measures may help limit dislocations in the labor
markets of these countries by subsidizing a significant
reduction in hours worked. The hope of these programs
is that workers’ continued attachment to their firms will
preserve human capital and make it readily available to
the firms during the recovery that follows the crisis.

Many central banks have reduced their policy
rates (figure A}—often to or near their effective lower
bounds—and have taken substantial actions to start
ar expand asset purchases and to support the flow of
credit. Although central banks acted quickly to lower
interest rates, some policymakers in the EMEs expressed
concerns about intensifying capital outflows, while a

Percentage poiutssin January 31, 1020

NOTE: Advanced foreign economis are in dark red; emerging matket
economies are in blue. From left to right, economies are the United
States (US}, Canada (CA}, the United Kingdom (UK), Australia (AU),
Mexieo (MX), Brazil (BR), Colombia (CO), Hong Kong (HK], Chile
(CL), India {N), Sonth Korea (KR), Thailand (TH), and China (CN).
The data extend theaugh June 9, 2020,

Source: For the United States, Federsl Reserve Board; for Canada,
Bank of Canada; for the United Kingdom, Bank of England; for
Australia, Reserve Bank of Australia; for Mexico, Banco de México; for
Brazil, Banco Central do Brasil; for Colombia, Banco de la Repiblica;
for Chile, Banco Central de Chile; for Hong Kong, Bank for
International Settlements; for India, Reserve Bank of India; for South
Korea, Bank of Korea; for Thailand, Bank of Thailand; for China,
People’s Bank of China; all via Haver Analytics

few AFE central banks worried about the potential harm
to banks’ financial health.

Several AFE central banks have purchased
govemnment debt in response to the crisis. These
purchases have been primarily aimed at restoring
market functioning and providing liquidity, but the
purchases have also eased financial conditions by
lowering long-term yields. The Bank of England
(BOE) restarted its purchases of gilts, and the Swedish
Riksbank increased the pace of ils existing program.
The European Central Bank (ECB) and the Reserve:

Bank of New Zealand introduced and expanded asset

purchase programs. The Reserve Bank of Australia

{RBA) began bond purchases to target the three-year
{continued)
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government bond yield at 0.25 percent, the same as ils
overnight rate. Some central banks, such as the Bank
of Canada (BOC) and the RBA, have started purchases
of provincial and state bonds to support liquidity in
those markets. To ensure the smoath transmission of
its monetary actions, the ECB has used its flexibility

to weight its purchases more heavily toward bonds of
euro-area member states that face higher yields.

Monetary authorities have also adopted policies
to sustain the provision of credit to businesses and
households during the pandemic. Central banks have
purchased a variety of private assets, thus directly
addressing distress in funding markets and helping
ease financial conditions for firms. These assets include
corporate bonds purchased by the BOE, ECB, and Bank
of Japan (BOJ); commercial paper bought by the BOC,
BOE, BO), and Riksbank; and exchange-traded funds
and real estate investment trusts purchased by the BO).
These actions have significantly expanded the balance
sheets of major foreign central banks (figure B). Some
central banks in EMEs have also begun purchasing
private assets, with the central banks of Chile and
Colombia buying bank bonds.

Several central banks have also activated funding-
forlending facilities to provide relatively inexpensive
funding to banks as long as they maintain defined
lending benchmarks, in some cases with extra
incentives to lend to small and medium sized
enterprises. The BOE, BOJ, ECB, RBA, Riksbank, and
Bank of Korea currently have such programs.

Regulators in a number of foreign econamies
have introduced various measures that provide relief
for banks to help sustain their capacity lo absorb
pandemic-related losses while continuing to lend to
the economy. These measures include temporarily
easing capital requirements, such as the reduction—
and, in some cases, elimination—of conservation
and countercyclical capital buffers; deferring
the implementation of new; stricter Basel capital
requirements; temporarily easing liquidity requirements
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B. Central bank assets for selected advanced economies
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(for example, in France, Germany, and the United
Kingdom}; and giving banks and their supervisors
more flexibility in dealing with nonperforming loans
(for example, the ECB). In addition, some regulators
have temporarily excluded central bank reserves and
certain safe assets from the calculation of leverage
exposures. Some foreign regulators are considering the
reduction or even elimination of risk weights on new
loans guaranteed by the government. Regulators also
emphasize that banks should continue to apply sound
underwriting standards and conduct solid capital and
liquiclity planning and robust risk management.
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40, Equity indexes for selected advanced economies
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41, Nominal 10-year government bond yields in
selected advanced economies

eekly Pezomt

United States

o
o

L
g L_l
.
0
L
T Y O O A
M6 208 010 N2 N4 2016 M8 220

Note: The data are weekly averages of daily benchmack yields. The
weekly data begin on Thursdays and extend through June 3, 2020,
Souce: Bloomberg

42, Nominal 10-year government bond yields in
selected enro-area economies
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global risk sentiment, and many financial
markets suffered from severe illiquidity.
Ageressive fiscal and monetary policy
responses in the United States and abroad,
however, helped boost sentiment and improve
market functioning, contributing to a partial
retracement. On net, financial conditions
abroad remain tighter than at the beginning of
the year, especially in some EMEs.

Financial conditions in the AFEs largely
tracked financial market developments in the
United States. Major AFE equity indexes
dropped substantially as news about the spread
of COVID-19 and the associated measures
to contain it were reported, but those indexes
rebounded following the announcement of
extraordinary monetary and fiscal policy
actions and, more recently, tentative signs

of economic stabilization (figure 40).
Notwithstanding temporary increases due to
poor market functioning, long-term sovereign
vields in major advanced economies fell, on
net, as flight-to-safety demand surged, policy
rates reached their effective lower bounds in
several countries, and expectations of future
policy rates declined markedly (figure 41).
Sovereign interest rates for economies in the
euro-area periphery were sensitive to news
about the size and form of European-wide
fiscal support for the recovery and, on net,
remain a bit higher than at the beginning of
the vear (figure 42). In recent months, Fitch
and DBRS Morningstar downgraded Italy’s
long-term debt ratings.

Financial conditions in some EMEs tightened,
especially in Latin American countries. Equity
indexes suffered widespread losses early in

the year, and rebounds since then have been
uneven across countries. While equity indexes
in emerging Asia partially recovered, Mexican
and Brazilian equity indexes underperformed
other EME equities (figure 43). In March,
borrowing rates for corporations increased

to levels not seen since the Global Financial
Crisis, although they have subsequently
declined somewhat. In the first half of the
year, funds dedicated to investing in EMEs
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43, Equity indexes for selected emerging market
economies
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experienced outflows, and sovereign borrowing
spreads increased sharply before moving down
more recently (figure 44). The tightening in
some EME financial conditions appears to
reflect investors’ preference for safe and liquid
assets; a reduced confidence in the ability

of some governments to contain the health
crisis; and heightened uncertainty about the
prospects for EME public finances, commodity
prices, and global trade.

The dollar appreciated

The foreign exchange value of the dollar
increased nearly 5 percent since the start of
the year, as the boost from safe-haven demand
outweighed the effects of lower U.S. interest
rates (figure 43). On a trade-weighted basis,
the dollar increased about 1.5 percent against
AFE currencies and 7 percent against EME
currencies. The Mexican peso and Brazilian
real depreciated about 16 percent and

30 percent, respectively, partly in response to
lower commodity prices. The Chinese renminbi
fluctuated largely in response to news about
the outbreak and policy actions of Chinese
authorities and, on net, depreciated slightly
since the beginning of the year.
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44, Emerging market mutual fund flows and spreads
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45, U.S.dollar exchange rate indexes
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The Federal Open Market Committee
quickly reduced the federal funds rate to
the effective lower bound .. .

In light of the effects of COVID-19 on the
economy and on risks to the outlook, the
Federal Open Market Committee (FOMC)
lowered the target range for the federal funds
rate by a total of 1% percentage points—from
arange of 1% to 1% percent to one of 0 to
Y4 percent—over two meetings in early and
mid-March (figure 46).% Specifically, in early
March, the Committee lowered the target
range for the federal funds rate ' percentage
point, to 1 to 1% percent. In mid-March, the
Committee further lowered the target range

1 percentage point, to 0 to Y percent. The
Committee expects to maintain this target
range until it is confident that the economy

21. See the FOMC statements issued after the
March meetings, which are available (along with other
postmeeting statements) on the Monetary Policy portion
of the Board’s website at https:/www.federalreserve. gov/
monetarypolicy.htm,

46. Selected interest rates

43

has weathered recent events and is on track to
achieve its maximum-employment and price-
stability goals. In connection with the changes
in the target range, the Federal Reserve
reduced the interest paid on reserve balances
and decreased the interest rate offered on
overnight reverse repurchase agreements at the
two March meetings.

... and the FOMC increased the holdings
of Treasury securities and agency
mortgage-backed securities in the System
Open Market Account

At its mid-March meeting, along with its
decision to lower the target range for the
federal funds rate, the FOMC emphasized
that it is prepared to use its full range of tools
to support the flow of credit to households
and businesses, thereby promoting its
maximum-employment and price-stability
goals. To support the smooth functioning of
markets for Treasury securities and agency
mortgage-backed securities (MBS)—markets
central to the flow of credit to households
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and businesses—the Committee announced
that it would increase its holdings of
Treasury securities by at least $500 billion
and its holdings of agency MBS by at least

47. Federal Reserve open market operations
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broader financial conditions (figure 48). The
Committee also included agency commercial
MBS in its purchases for the first time. In
June, the Committee announced that, over
coming months, the Federal Reserve will

increase its holdings of Treasury securities
and agency residential and commercial MBS
at least at the current pace to sustain smooth
market functioning, thereby fostering effective
transmission of monetary policy to broader
financial conditions.

The Federal Reserve has continued rolling

over at auction all principal payments from its
holdings of Treasury securities. Before

48. Federal Reserve assets and liabilities
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Federal Reserve Actions to Ensure Smooth Functioning of

Treasury and MBS Markets

Deterioraion in Market Functioning in
February and March

Between late February and early March, functicning
in U.S. Treasury securities and agency mortgage-
backed securities (MBS) markets became increasingly
strained. Amid growing concems about the economic
implications of COVID-19, investors sought to sell large
volumes of long-maturity Treasury securities and MBS
and reallocate their portfolios into shorter-term, more
liquid assets. While the yields an long-maturity Treasury
securities initially dropped sharply, in mid-March they
started 1o increase in the face of these strong selling
pressures (figure A). Around the same time as the
increase in long-maturity Treasury yields, the spreads
between yields on MBS and Treasury securities of
comparable duration widened sharply. Indications of
severe dislocations in bath markets were also present.
For example, bid-ask spreads for Treasury securities
and agency MBS widened significantly (figure B shows
indicative Treasury bid-ask spreads).

Cne factor that may explain these market
dislocations is the effect of widespread selling of
Treasury securities and MBS to primary dealers, who
intermediate a large propartion of trading in these
markets. As a wide range of domestic and foreign
investors (including foreign official investors) rushed
to raise cash or rebalance thefr portiolios by selling
assets, dealers took large amounts of less liquid

A. Nominal Treasury yields

securities, including off-the-run Treasury securities
and agency MBS, onto their balance sheets. At

the same time, martgage refinancing picked up,
prompting substantial tumover in the MBS market.

By early March, some dealers had reportedly run

into balance sheet constraints that hampered their
ability to purchase additional securities, leading to a
deterioration in the functioning of a number of dealer-
intermediated markets.

In the market for Treasury securities, liquidity
conditions were particularly poor for more seasoned, or
“off the run,” securities. However, the most liquid parts
of the market, where newly issued, or “on the run,”
securities are traded electronically, saw unprecedented
strains: The volume of posted quotes, or “market
depth,” drapped sharply, while intraday bid-ask spreads
were exceptionally volatile, particularly for the longest-
maturity securities. These strains in the most liquid part
of the market suggest that principal trading firms—
market participants who specialize in high-frequency
and automated intermediation—were significantly less
active than usual.

Federal Reserve Policy Actions

The disruptians to the functioning of the Treasury
and MBS markets were notable in view of the status
{continued on next page)

B. Tederal Reserve Treasury purchases and
indicative Treasury bid-ask spreads

Daily Feroant Cents per §100 Billions of dollars
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Note: Yields are taken from a smoothed curve fitted to off-the-run
securities.

Source: Federal Reserve Bank of New York; Federal Reserve Board
stafl calculations.

Note: The data are daily. UST is US. Treasury. Indicative bid-ask
spreads are for 10-year Treasury notes. The data for cumulative Fed UST
‘purchases extend through June §, 2020,

Sougce: Federal Reserve Bank of New York, New Price Quote
System,
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Federal Reserve Actions to Ensure Smooth Functioning of Markets (continued)

of these markets as cornerstanes for the operation
of the U.S. and glabal financial systems and for the
transrission of monetary policy. The Federal Reserve
therefore took a series of policy measures designed
to ensure the smooth functioning of these markets.
These measures included the expansion of repurchase
operations, an increase in purchases of Treasury and
agency MBS securities, the expansion of financing
arrangements for primary dealers, and a temporary
change to the regulatory capital requirements of bank
holding companies and depository institutions.
Beginning March 9, 2020, following a directive
from the Federal Open Market Committee (FOMC), the
Federal Reserve Bank of New York's Open Market Desk
increased the size of overnight and term repurchase
operations in order to ensure that the supply of reserves
rermained ample and to support the smooth functioning
of the markets in which primary dealers abtain a
substantial proportion of their short-term funding.!
These changes expanded the supply of short-term
funding available to primary dealers to finance their
increased holdings of Treasury securities and agency
MBS at a time when funding costs from other sources
were increasing. Further, on March 12, the Desk
introduced new weekly recurring one- and three-month
term repurchase agreement {repoj operations of up
to $500 billion to address the disruption in Treasury
financing markets.’ Finally, on March 16, the Desk
introduced a second daily overnight repo operation and
increased the amount offered in each to $500 billion.?
Usage of Federal Reserve repo operations peaked on
March 17, with overnight and term repo outstanding
0f $496 billion, and has since fallen to $167 billion
as funding strains have eased. In light of more stable
repa market conditions, on May 4, the Desk returned
to once daily overnight repo operations.* Further, on
May 14, the Desk discontinued its three-month term
repo operations.”

1. See Federal Reserve Bank of New York {2020), “Statement
Regarding Repurchase Operations,” March 9, hipszwww,
newyorkfed.org/marketsiopolicy/operating_policy_200309.

2. See Federal Reserve Bank of New York {2020}, “Statement
Regarding Treasury Reserve Management Purchases and
Repurchase Operations,” March 12, hitpsz/wwsw.newyorkfed.
orgfmarkets/opolicy/operating_pelicy_200312a.

3. See Federal Reserve Bank of New York {2020}, “Statement
Regarding Repurchase Operations,” March 16, htips:/fuww.
newyorkfed.org/marketsiopolicy/operating_policy_200316.

4. See Federal Reserve Bank of New York {2020), “Statement
Regarding Repurchase Operations,” April 13, hips w.
newyorkfed.org/markets/apolicy/operating_policy_200413.

5. See Federal Reserve Bank of New York {2020), “Statement
Regarding Repurchase Operations,” May 13, htips://www.
newyorkfed.org/marketsiopolicy/operating_policy_200513.

Despite the much larger volume of repo operations
during the week of March 9, strains in Treasury and
agency MBS markets continued to build. Beginning in
mid-March, therefore, the FOMC directed the Desk to
purchase Treasury securities and agency MBS in order
to support smooth market functioning. On March 15,
the FOMC directed the Desk to increase its holdings
of Treasury securities by at least $500 billion and of
agency MBS by at least $200 billion, with purchases
o take place across maturities. To provide greater
flexibility in addressing the strains, on March 23,
the FOMC authorized purchases of these securities
in the amounts needed to support smooth market
functioning and effective fon of monetary
policy to broadler financial conditions. The securities
targeted for purchase were also expanded to include
agency commercial MBS. Since mid-March, the
Desk has purchased approximately $1.6 trillion and
$719 billion of Treasury securities and agency MBS,
respectively.” The daily amounts of purchases peaked at
approximately $75 billion and $41 billion for Treasury
securities and agency MBS, respectively, in late March
before being reduced in stages to the current average
daily amounts of around $4.0 billion for Treasury
securities and $4.5 billion for agency MBS (including
reinvestments). These purchases helped reduce
financial market volatility by providing a predictable
source of demand for these securities and by taking up
some of the inventories from dealers’ balance sheets.

On March 17, the Baard, with the approval of the
U.S. Treasury Secretary, established the Primary Dealer
Crediit Facility (PDCF) to provide primary dealers
with access to term funding against a broad range of
collateral.* The PDCF helped alleviate funding pressures
faced by primary dealers by allowing them to source
financing more easily for their increased securities
holdings. The amount of PDCF loans outstanding
peaked at around $35 billion in mid-April but has since
declined to around $6 billion.

On March 31, the Federal Reserve announced the
establishment of the temporary FIMA {Foreign and

(continued)

6. See the FOMC statement issued after the March 15
meeting, which is available {along with cther postmeeting
statements) an the Monetary Policy portion of the Board's
wehsite at hups:/wwwfederalreserve.gov/monetarypolicy.him.

7. The MBS purchase amount includes purchases that have
yetto settle.

8. See Board of Governors of the Federal Reserve System
{2020}, “Federal Reserve Board Announces Establishment
of a Primary Dealer Credit Facility (PDCF) to Support the
Credit Needs of Households and Businesses,” press release,
March 17, https:/ fedenalreserve. govinewsevents/
pressreleases'monetary20200317b.htm.
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International Monetary Authorities) Repo Facility to
allow FIMA account holders, which consist of central
banks and other international monetary authorities
with accounts at the Fecleral Reserve Bank of New
York, to exchange thelr Treasury securities for LS,
dollars.” This facility allows foreign official institutions
to raise U.S. dollars, if needed, without having to sell
Treasury securities in the open market during periods
of heightened volatility or impaired market functioning.
Since its inception, take-up of the facility has been
modest, as stresses in the U.S. Treasury market have
declined.

On April 1, the Federal Reserve released an interim
final rule indicating that holdings of U S. Treasury
securities and deposits at Federal Reserve Banks by
bank helding companies would be excluded from the
calculation of the supplementary leverage ratio (SLR}
until March 31, 2021, Further, on May 15, 2020,
the fecleral bank regulatory agencies (the Board of
Governers, Federal Deposit Insurance Corporation,
and Office of the Comptroller of the Currency) released
an interim final rule allowing depository institutions
that are subject to the SLR the aption to similarly
exclude U.S. Treasury securities and deposits at Federal
Reserve Banks from their SLR calculations through
March 31, 2021." These temporary exemptions are
expected to ease liquidity pressures for primary dealers
and depository institutions subject to these leverage
ratios by providing them with greater flexibility to
intermediate tracles with clients in the presence of
temporarily larger inventories of Treasury securities.

9. See Board of Governors of the Federal Reserve System
(2020), “Federal Reserve Announces Establishment of a
Temporary FIMA Repo Facility to Help Support the Smooth
Functioning of Financial Markets," press release, March 31,
hitps:/Awwn.fed gov pressrel
monelary20200331a.htm.

10. See Board of Governors of the Federal Reserve System
(2020), “Federal Reserve Board Announces Temporary Change
to Its Supplementary Leverage Ratio Rule to Ease Strains
inthe Treasury Market Resulting from the Coronavirus and
Increase Banking Organizations’ Ability to Provide Credit
to Households and Businesses,” press release, April 1,

s:/fwwwfed ve.gov/1 ] I
0200407a.htm.

1. See Board of Governors of the Federal Reserve System,
Federal Deposit Insurance Corporation, and Office of the
Comptroller of the Currency (2020), “Regulators Temporarily
Change the Supplementary Leverage Ratio to Increase Banking
Organizations” Ability to Support Credit to Households and
Businesses in Light of the Coronavirus Response,” joint press
release, March 15, hitpsz/www. federalreserve. govinewsevents/
pressreleases/bcreg20200515a.htrn.

P
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Improvements in Market Functioning

Since the announcement of these policy actions,
trading conditions in the markets for Treasury securities
and MBS have improved steadily. The purchases of
Treasury securities and agency MBS contributed to
the subseguent declin in primary dealers’ inventories
(figure C). Bid-ask spreads have narrowed, particularly
in the case of on-the-run Treasury securities, while MBS
spreads have also come down from their peaks in mid-
March. In addition to the Federal Reserve’s actions, the
passage of the CARES Act (Coronavirus Aid, Relief, and
Economic Security Act), together with an improvement
in sentiment among investors regarding the economic
implications of COVID-19, likely contributed to the
improvement in market functioning. In late May, these
inventories temporarily increased to levels previously
seen in March, largely because of increased dealer
holdings of Treasury bills. However, Treasury markets
did not exhibit a recurrence of the notable strains in
trading conditions witnessed earlier this year.

Although trading conditions have improved
substantially since mid-March, bid-ask spreads for
longer-maturity and off-the-run Treasury securities
remain wider than in mid-February. Market depth
for on-the-run securities remains low, particularly for
longer-maturity securities. MBS market functioning and
liquidity have largely returned to pre-February norms,
though strains remain in some less liquid parts of
the market.

C. Net dealer inventories and indicative bid-ask spreads
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volume of dealers' non-rehypothecated Treasury repurchase agreements
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Source: Federal Reserve Bank of New York, New Price Quote
System; Federal Reserve Board, Form FR 20322, Complex Institution
Liquidity Monitoring Report.
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mid-March, to allow for a gradual runoff

of agency securities, the Federal Reserve
reinvested principal payments from agency
debt and agency MBS of up to $20 billion per
month in Treasury securities; agency MBS
principal payments in excess of $20 billion
each month were reinvested in agency MBS.
Beginning in mid-March, the Committee
announced it would reinvest all principal
payments from the Federal Reserve’s holdings
of agency debt and agency MBS back into
agency MBS. (The box “Developments on the
Federal Reserve’s Balance Sheet” discusses
changes in the size and composition of the
Federal Reserve’s balance sheet over the

past year.}

The Federal Reserve eased lending terms
for primary credit borrowing . . .

Primary credit is the Federal Reserve lending
program available to depository institutions

in generally sound financial condition. Amid
increasing stress in funding markets in mid-
March, the Federal Reserve announced

several changes to the primary credit program,
Importantly, the primary credit rate was set at
the top of the target range for the federal funds
rate rather than 50 basis points above the top
of the range. The term of primary credit loans,
which had previously been mainly overnight
advances, was extended to allow depository
institutions to borrow for up to 90 days.
Federal Reserve communication encouraged
the use of the discount window to help meet
the demand for credit from households and
businesses.

Discount window borrowing under the
primary credit program increased significantly
following these developments. Primary

credit outstanding reached a peak of around
$50 billion in late March 2020—its highest
level since the financial crisis and well above
the typical level of around $10 million that
prevailed in 2019. Use of primary credit was
fairly widespread, with discount window loans
being extended to institutions across a range
of size categories. Overall, the outstanding
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amount of primary credit loans declined to
about $10 billion by early June.

... and undertook actions with other
central banks to support U.S. dollar
funding markets

The Federal Reserve announced coordinated
actions with other central banks to enhance
the provision of liquidity via the standing U.S.
dollar liquidity swap line arrangements and
the establishment of temporary U.S, dollar
liquidity arrangements (swap lines) with

nine additional central banks. (See the box
“Developments Related to Financial Stability”
in Part 1 for a more detailed discussion of

the swap lines.) The size of the swap lines
increased from close to zero in mid-March to
almost $450 billion by the end of April. The
Federal Reserve also established a temporary
repo facility for foreign and international
monetary authorities.

The FOMC is committed to using its tools
to promote maximum employment and
price stability

The ongoing public health crisis will weigh
heavily on economic activity, employment,
and inflation in the near term and pose
considerable risks to the economic outlook
over the medium term. The FOMC is
committed to using ts full range of tools to
support the U.S. economy in this challenging
time, thereby promoting its maximum-
employment and price-stability goals. The
Committee will continue to monitor the
implications of incoming information for the
economic outlook, including information
related to public health, as well as global
developments and muted inflation pressures,
and it will use its tools and act as appropriate
to support the economy,

The Federal Reserve has continued
to review its strategic framework for
monetary policy

In 2019, the Federal Reserve began a broad
review of the monetary policy strategy,
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tools, and communication practices it uses to
pursue its statutory dual-mandate goals of
maximum employment and price stability. A
key component of the review was a series of
public Fed Listens events. The Federal Reserve
held 14 events around the country in 2019 to
consult with a range of organizations on the
effects that labor market conditions, inflation,
and interest rates have on them and their
communities. In light of the rapidly changing
public health and economic environments due
to COVID-19, the Federal Reserve convened
another event in May 2020 to get an update.
The Federal Reserve has released a report on
its Fed Listens initiative.” The lessons learned

22. The report is available on the Board's website
at https:/fwww federalreserve.gov/publications/files/
fedlistens-report-20200612.pdf.
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from the Fed Listens initiative were never more
important than they are today as Americans
navigate through these challenging times.

The Federal Reserve expects to complete

the review of its monetary policy strategy,
tools, and communication practices later this
vear. The Federal Reserve remains focused

on the attainment of its goals of maximum
employment and price stability, including
laying the foundation for the return to a strong
labor market.
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Developments on the Federal Reserve’s Balance Sheet

The Size of the Federal Reserve’s Balance
Sheet Has Increased Considerably

In response to the financial and economic
disruptions caused by the COVID-19 pandemic, the
Federal Reserve has eased the stance of monetary
policy and has deployed various tools to promote
smooth functioning of financial markets and the flow
of credit to househalds and businesses. This discussion
reviews the implicalions of these actions for the Federal
Reserve’s balance sheet.

To support the smooth functicning of those
credit markets that are critical for the ecanomy, the
Federal Reserve purchased Treasury securities and
agency residential and commercial mortgage-backed

A. Balance sheet comparison
{Billicns of dollars)

[ /32020 [ 11172020 | change

Assets

Total securities

securities (MBS), expanded repurchase
{repo) operations, and introduced several credit and
liquidity facilities. As a result of these actions, the size

of the Federal Reserve’s balance sheet increased from
§4.2 trillion at the beginning of 2020, approximately

19 percent of U.S. nominal gross domestic product
(GDP), to §7.2 trillion in June 2020, approximately

33 percent of LS. nominal GDP.' The $3 trillion increase
in the size of the balance sheet was driven by asset
purchases and other extraordinary actions (figure A)?

Open Market Operations, the Discount
Window, and U.S. Dollar Liquidity Swap Lines

Since the beginning of 2020, System Open Market
Account holdings of Treasury securities and agency

1. Data based on the “second” estimate of first-quarter
2020 current-dollar GDP of $21.5 trillion released by the
Bureau of Economic Analysis; see Bureau of Economic
Analysis {2020}, “Cross Domestic Product, 1st Quarter
2020 (Second Estimate); Corporate Profits, 15t Quarter 2020
{Preliminary Estimate), press release, May 28, htips:/w .
bea.govinews/2020/gross-domestic-product-Tst-quarter-2020
second-estimate-comporate-profits-1st-quarter,

2. In September 2019, the Federal Reserve started
purchasing Treasury bills and conducting term and overnight
repo operations to ensure the supply of reserves would remain
ample and help forestall the possibility of money market
pressures that could adversely affect pelicy implementation. In
January and February 2020, the Open Market Desk primarily
purchased Treasury bills to provide liquidity and supply of
reserves. Beginning in mid-March, the Desk started purchasing
Treasury securities across a range of maturities and agency
MBS in order to suppart smooth market functioning, For more
infarmation, see the box “Federal Reserve Actions to Ensure
Smooth Functioning of Treasury and MBS Markets.”

Treasury securities 4,134 2,329 1,605
Agency deot and MBS* 1838 1,411 427
Net unamortized premiums 300 m 138
Repurchase agreements 212 256 4
Loans. 102 0 102
Central bank liquidity swaps 47 4 443
Other assets 133 63 70
Total assets 7065 4174 290
Liabilities and capital
Federal Reserve notes. 1,404 1,759 144
Resenves held by
depository institutions 3,257 1,549 1,709
U.S, Treasury
General Account 1431 404 1,008
Other deposits 172 79 3
Other liabilities and capital 401 382 19
Toial liabilities and capital 7,165 4,174 2,992
* Includes only settled holdings in par values; the purchases of agency
a ites IMBS) not e settled w $130 billion

onune 3, 2020,
Source: Federal Reserve Board, Stafigtical Release H4.1, "Factors Affecting
Reserve Balances.”

MBS increased by $1,805 billion and $427 billion,
respectively.’ The markets for both Treasury securities
and agency MBS play a critical role inthe U.S.
economy, and the Federal Reserve's purchases have
fostered a substantial improvement in the functioning of
these markets and the conditions prevailing in them.!
(continued)

3. The increase in MBS heldings on the balance sheet s less
than the total MBS purchase amounts because the purchases
include reinvestments of principal received and some of the
purchases have not settled yet,

4. The daily purchase amounts peaked at approximately
$75 billion and $41 billion for Treasury securities and agency
MBS, respectively, in late March. Subsequently, given the
impravements in market functicning and liquidity conditions,
the pace of purchases was significantly reduced 10 the average
daily amounts of $4.0 billion for Treasury securities and
$4.5 billion for agency MBS in June. For more information,
see the box “Federal Reserve Actions to Ensure Smooth
Functioning of Treasury and MBS Markets.”
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Furthermore, to address strains in short-term U.S.
dollar funding markets, the Federal Reserve Bank of
New York's Open Market Desk expanded its offerings
of overnight and term repo operaticns. The amount
of repos outstanding reached a peak of $442 billion
in mid-March. Subsequently, given the improvement
in funding market conditions, the Desk announced

MONETARY POLICY REPORT: JUNE 2020 51

B. Federal Reserve assets

several reductions in the frequency of repo of

As of June 3, all repos outstanding had declined to
$212 billion, lower than the amount outstanding early
in the year, amid substantial increases in reserves and
improved funding market conditions.

On March 15, the Federal Reserve announced
changes to the discount window and encouraged
depository institutions to use the discount window to
meet unexpected funding needs and suppart the flow
of credit to househalds and businesses. The changes
include lowering the primary credit rate by 150 basis
points to 0.25 percent and extending borrowing terms
for up to 90 days. The total outstanding discaunt
window primary credit borrowing peaked ataround
$51 billion in late March and has since declined
to $11 billion in June. Furthermore, the Federal
Reserve maintains standing dollar liquidity swap line
agreements with the central banks of several countries
and instituted temporary agreements with the central
banks of addilional countries. After initially ramping up
to $439 billien in March and April, the total agreements
outstanding stayed mostly flat in May to reach
$447 billion as of June 3 (figure B).

Lending Programs and Liquidity Facilities
under Section 13(3) of the Federal Reserve Act

In addition to the open market operations and
initiatives described earlier, the Federal Reserve further
expanded measures to enhance liquidity and the flow
of credit to U.S. households and businesses. Undler the
authority of section 13(3) of the Federal Reserve Act,
with the approval of the Secretary of the Treasury, the
Fecleral Reserve Board implemented various measures
in response lo intensified stresses in several markets.®

5. Alist of regulatory and supervisory actions by the
Federal Reserve related to COVID-19 is available on the
Board's website at hups://www. federalreserve gowisupenvisory-
regulatory-action-response-covid-19.htm.

Wekly Trillions of dollare
[ Other assets

— W Loans —=#

] Central bank liquidity swaps =
W Repuichase agreements

— [ Agency debtand mortgage-backed securities —¢

haldings (i CMBS) /

[ Treasury securities held outright —3

— —4

- -3

— -2
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Nore: "“Other assets™ include unamortized premiums and discounts on
securities held outright, the Commercial Paper Funding Facility, the
Secondary Market Corporate Credit Facility, and the Municipel Liquidity
Facilty. “Loans” consist of primary, secondary, and seasonal creditas well
as other credit and liquidity facilities, including the Primary Dealer Credit
Fucility, the Money Matket Liquidity Facilty, and the Paycheck
Protection Program Liquidity Facility. Key ideniifies areas in order from
top to bottom, CMBS is commercial mortgage-backed security. The data
extend theough Tune 3, 2020,

SoURCE: Federal Reserve Board, Statistical Rekease H4.1, “Factors
Affecting Reserve Balances.”

The combined size of the Money Market Mutual
Fund Liquidlity Facility and the Primary Dealer Credit
Facility increased to $86 billion in April, but the size
of the facilities declined to $36 billion by June 3. The
combined size of other facilities, such as the Paycheck
Protection Program Lending Facility, the Commercial
Paper Funding Facility, the Secondary Market Corporate
Credit Facility, and the Municipal Liquidity Facility,
has been steadily rising and reached $65 billion as of
June 3 tfigure C).

{continued on next page)

7. Figures exclude the 85 percent of the Treasury’s equity
cantributions invested in nenmarketable Treasury securifies
for the net portfolio holdings of Commercial Paper Funding
Facility Il LLC, Corporate Credit Facilities LLC , and Municipal
Liquidity Facility LLC.

Note that all of these programs require approval from the
Secretary of the Treasury and are subject to high standards
for transparency, including CARES Act (Coronavirus Aid,
Relief, and Economic Security Act) reporting for some
facilities. For more information, see Board of Governors of
the Federal Reserve System (2020), Financial Stabifity Report
(Washington: Board of Govemors, May}, pp. 9-18, hitps://

f les/fi I-stabilit

6. For more see the box “Dr
Related to Financial Stability” in Part 1.

bl
wwm ve.gov/publicati

report-20200515 pdf.
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Developments on the Federal Reserve’s Balance Sheet continved)

C. Liquidity and credit market facilities

; Utilization
Name Target | Maximum | T 0f
e gi3n020
'F’a”cﬂfr‘yy e G B‘mjf;‘” Unlimited | §6 billion
?ﬁ‘;ﬁ.ﬁéﬁ,‘ﬁi“ﬁij MM liquicity| Unlimited | $301billon
Paycheck Protection Funding of —_ .
Program Lending Facility | PPP loans Unlimited {485 billion
Issuer max
Commercial Paper Newdy )
Funding Facility* issued CP °“‘5‘fm”i‘f‘”g §4bilion
Primary Market Newly issued
Comerate Credit Facility |comporate deb §0bilion
Combined
Secondary Market Secondary  [$750 billion
Comerate Credit market §4 billion
Facility* comorate debt
Main Street New Loan
cil
I:’QHW— Small and
Main Street Bxpanded medium- | Combined o
Loan Faciiy szl |$600bilion| $0bilon
i Stee Prory Loan | 2SS
Facility
States and
gl ey municpal [$500 billon| §1 billion
W gnvemmems
Term Asset-Backed Newly L ™
Securities Loan Facility issued ABS $100billonf - $0 bilion

Note: CPis commencial paper, MMF is momey market fand, ABS is sset-hacked
securities, and PP is Paycheck Frotection Program

* Excludes assets purchased pursuant to tans of the credit faciliy and amounts
nelated to Treatry contributions to the facility.

Source: Federal Reserve Board, Statistical Releate H.4.1, “Factors Affacting
Reserve Balances.”

The Expansion of Total Assets Led to Higher
Reserve Balances Held by Depository
Institutions

The increase in the Federal Reserve’s assets led to
a commensurate increase in the size of liabilities on
the Federal Reserve’s balance sheet. The expansion
of total assets from the outright purchases and other

D. Federal Reserve liabilities

Waskly Trillions of dollacs
B Deposits of depositery institutions.

T [0 US. Treasuty Genetal Account =8

I Other deposits _

D) Capita and other liabiliies
— [ Federal Reserve notes in circulation

] 5

L 1 L e o
Feb. Apr. June Aug. Oct. Dec. Feb. Apr. Tune
2018 2020

Note: “Capital and other liabilities™ include reverse repurchase
agreements and Treasury contributions. Key identifies areas in order from
top to bottom. The data extend through June 3, 2030,

SourcE: Federal Reserve Board, Statistical Release HA1, “Factors
Aficting Reserve Balances.”

actions resulted in reserve balances of $3.3 trillion, an
increase of §1.7 trillion from the beginning of the year.
Additionally, several nonreserve liabilities increased.
In March and April, Federal Reserve noles grew faster
than normal, partially in response to the COVID-19
pandemic, and reached $1.9 trillion, an increase of
§144 billion from the beginning of the year.
Furthermore, the U.S. Treasury’s General Account
(TGA) at the Federal Reserve, which the Treasury uses
to receive taxes and proceeds of Treasury auctions
and to process the government's outlays, increased
substantially. At the beginning of 2020, the TGA
balance was approximately $400 billion. In preparation
for the fiscal spending related to the CARES Act
(Coronavirus Aid, Relief, and Economic Security Act)
and other stimulus measures, the TGA balance reached
ahigh of $1.4 trillion on June 3 (figure D).

8. By statute, the Federal Reserve serves a special role as
fiscal agent or banker for the federal government.
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PArT 3

SumMARY oF EcoNomic PROJECTIONS

In conjunction with the Federal Open

Market Committee (FOMC) meeting held

on June 9-10, 2020, meeting participants
submitted their projections of the most likely
outcomes for real gross domestic product
(GDP) growth, the unemployment rate, and
inflation for each year from 2020 through 2022
and over the longer run. Each participant’s
projections were based on information
available at the time of the meeting, together
with his or her assessment of appropriate
monetary policy and assumptions about other
factors likely to affect economic outcomes.
The longer-run projections represent each
participant’s assessment of the value to which
each variable would be expected to converge,
over time, under appropriate monetary policy
and in the absence of further shocks to the
economy.”’ “Appropriate monetary policy”

is defined as the future path of policy

that each participant deems most likely to
foster outcomes for economic activity

and inflation that best satisfy his or her
individual interpretation of the Federal
Reserve’s congressionally mandated goals of
promoting maximum employment and

price stability.

All participants judged that the uncertainty
attending their projections was higher than
the average of the past 20 years. The median
of participants projections for real GDP
growth was negative 6.5 percent for 2020,
with individual projections ranging from
negative 10.0 to negative 4.2 percent (table 1
and figure 1). The median of projections for
real GDP growth was 5.0 percent for 2021 and
3.5 percent for 2022. The median assessment
of real GDP growth in the longer run was

1.8 percent, down 0.1 percentage point since
the December 2019 projections included in the
February 2020 Monetary Policy Report.

23. One participant did not submit longer-run
projections in conjunction with the June 2020
FOMC meeting.

The median of projections for the
unemployment rate in the fourth quarter

of 2020 was 9.3 percent, with individual
projections ranging from 7.0 to 14.0 percent.
The median of projections for the
unemployment rate was 6.5 percent and

5.5 percent in the fourth quarter of 2021 and
2022, respectively. These values are above the
median assessment of the longer-run normal
unemployment rate, 4.1 percent, which was
unchanged from December.

The median of projections for inflation, as
measured by changes in the price index for
personal consumption expenditures (PCE),
was 0.8 percent for 2020, 1.6 percent for
2021, and 1.7 percent for 2022, Almost all
participants expected inflation to run below
the Committee’s longer-run objective of

2 percent through 2022, The medians of
projections for core PCE inflation were

1.0 percent for this year, 1.5 percent for 2021,
and 1.7 percent for 2022.

With regard to participants’ projections

of appropriate monetary policy, almost

all participants expected to maintain the
target range for the federal funds rate at

0 to % percent through at least the end of
2022 (figure 2). These projections represent
participants’ individual assessments of
appropriate policy consistent with their
projections of economic growth, employment,
inflation, and other factors. However, the
economic outlook is inherently uncertain; thus,
cach participant’s assessment of appropriate
policy is also necessarily uncertain and will
change in response to changes to the economic
outlook and associated risks. The median
estimate of the longer-run level for the federal
funds rate, 2.5 percent, was unchanged from
December.

A more complete description of the Summary of
Economic Projections will be released with the
minutes of the June 9-10, 2020, FOMC meeting
on July 1.
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Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents, under their
individual assumptions of projected appropriate monetary policy, June 2020

Pecent
Median' Central tendency” Range’
Vacisble Longer Longer Longer
2 | 221 | 022 | LT | o | | w [P oy | | own | Lo
Changeinreal GDP ... 45 50 35 18 |76-55 45-60 30-45} 1720 [100--42 -10-70 20-60 | 16-22
December projection. . [ 20 19 1§ 19 [ 2022 1820 18201820 [ 1823 1722 52 1722
Unemployment rate. ... 93 65 55 41 9.0-100  59-T5  48-61 ; 4.0-43 | TO-M0  45-120  40-80 ; 35-47
December projection. . | 35 36 37 1 41 [ 3537 3538 35401 39-43 [ 3338 3340 3341 % 3345
PCEinflation ... 5 08 L6 17 20 0610 1417 16-18 20 0512 1120 1422 20
December projection.. | 19 20 20 20 18-19  20-21 2022 % 20 1321 1823 1822 20
Core PCEinflation’. ... | M L5 17 L N TR T LA S R E L ]
Decomber prajection. . | 19 20 29 1920 2021 202 1121 1823 18392
Memo: Prajected
appropriate policy path
Federal funds rate ... .. 01 01 (3] 25 01 01 (I 23-15 0l 01 01-L1 | 2.0-3.0
December projection 16 9 2 25 16-19 1621 1926 i 2428 | 16-19 16-24 1629 § 20-33
MNos: Brejections of éhange fn real gross doraestie product (GDP) and projections fox both measures of infation are peroent shages from the Fourth guarter of the previons
year 1o e fourth qusrerof th st indicated. PCE ndatin axdeore PCE nftion e the peroentag ats ofchnga i, rspctively he pric inde for porsonl ot
tion sxpeaditeres (PCE) aad the pros indenfor PCE axcluding food aad enegy, ralears for salefa the
fourth quartet of i Bach participant’s projections ae based on his ot her 3525 F ppropriste monetry policy. Longer-mun projections epresenteach

participant'sassessment of the rate to which each variable would be expected to converge uader approprlate monetary palicy and in the absence of urther shoekato the econs
omy e prjeotions o heFederal onde rtcar the vt of e muipnml of the projected appropiate target range for the federal fuads rate or the projected appropriate
targetlevelfor the federal st the end of the sp tonger run, The Decetmber projections were made in conjunction with the mecting of
the FederalOpen Market Commitee on December I0-11 2013, Oue partipantdd notsubmitiongeetas profections o the change i real ODP, the unemploymentrate, oo
tbe federal fundsrate in conjunction mith the December 10-11, 2019, meeting, and one participant did not submit such projections in conjunetion with the June §-10, 2020,
mesting.No projections were submitted in conjunstion with the March 2020 FOMC meeting.

1. Foreach period, the median s the middle projection when the projections are arranged from lowest to highest, Whea the number of projections s even, the median i the
average ofthe two middle projections.

2. The central tendency excludes the three highest and three lowest projections for each variable n each year.

3, The sange for s variable in a given year incudes all participants’ projections, from Jowestto highest, for that varizble in that year.

4. Longererun projections for core PCE infation are not collected.
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Figure 1. Medians, central tendencies, and ranges of economic projections, 2020-22 and over the longer run
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Figure 2. FOMC participants’ assessments of appropriate monetary policy: Midpoint of target range or target
level for the federal funds rate
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Note: Each shaded circle indicates the value {rounded to the nearest 1/8 percentage point) of an individual participant’s
judgment of the midpoint of the appropriate target range for the federal funds rate or the appropriate target level for the
federal funds rate at the end of the specified calendar year or over the longer rn. One participant did not submit longer-run
projections for the federal funds rate.
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ABBREVIATIONS

AFE advanced foreign economy

BLS Bureau of Labor Statistics

BOC Bank of Canada

BOE Bank of England

BOJ Bank of Japan

CARES Act Coronavirus Aid, Relief, and Economic Security Act
CBO Congressional Budget Office

C&l commercial and industrial

COVID-19 coronavirus disease 2019

CP commercial paper

CPl consumer price index

DPI disposable personal income

ECB European Central Bank

ECI employment cost index

EFFR effective federal funds rate

EME emerging market economy

FIMA Foreign and International Monetary Authorities
FOMC Federal Open Market Commitiee; also, the Committee
GDP gross domestic product

GFC Global Financial Crisis

LFPR labor force participation rate

MBS mortgage-backed securities

MMF money market fund

MMLF Money Market Mutual Fund Liquidity Facility
MSLP Main Street Lending Program

OPEC Organization of the Petroleum Exporting Countries
PCE personal consumption expenditures

PDCF Primary Dealer Credit Facility

PMCCF Primary Market Corporate Credit Facility

PPP Paycheck Protection Program

PPPLF Paycheck Protection Program Liquidity Facility
RBA Reserve Bank of Australia
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R&D
repo
SBA
SLOOS
SLR
SMCCF
TGA
TIPS
Ul

VIX
WTI

138

research and development

repurchase agreement

Small Business Administration

Senior Loan Officer Opinion Survey on Bank Lending Practices
supplementary leverage ratio

Secondary Market Corporate Credit Facility

Treasury General Account

Treasury Inflation-Protected Securities

unemployment insurance

implied volatility for the S&P 500 index

West Texas Intermediate
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STATEMENT OF THE CREDIT UNION NATIONAL ASSOCIATION

Credit Union Jim Nussle Pt
National Piesident &CEQ Washinglon, DG 20003799

cuna Association Frone: 200406745

jnussle@cuna.coop

June 16, 2020

The Honorable Mike Crapo The Honorable Sherrod Brown

Chairman Ranking Member

Committee on Banking, Housing and Urban Committee on Banking, Housing, and Urban
Affairs Affairs

United States Senate United States Senate

Washington, DC 20510 Washingfon, DC 20510

Dear Chairman Crapo and Ranking Member Brown:

On behalf of American’s credit unions, I am writing to express our views ahead of the hearing titled “The
Semiannual Monetary Policy Report to the Congress.” The Credit Union National Association (CUNA) represents
America’s credit unions and their 115 million members.

Under Chairman Powell's leadership, the Board of Governors of the Federal Reserve System (Board) have taken
unprecedented actions to stabilize the economy during the COVID-19 pandemic. The unprecedented shutdown of
the American and world economies has led to economic uncertainty for individuals and businesses of all types.
Changes to regulations and the creation of new lending programs by the Board to provide loans to businesses will
help individuals and business weather the storm.

The Board met the COVID-19 crisis head-on with a variety of decisive, impactful and far-reaching policy responses
that clearly steadied financial markets and the broader economy — both here at home and abroad. Fed action
substantially lowered borrowing costs; stabilized the repo and securities markets as well as securities firms;
provided a backstop to money market mutual funds; temporarily relaxed a variety of regulations; provided for direct
lending to large corporations; and improved borrowing capacity of states and municipalities among other impactful
initiatives The Fed’s work has obviously boosted confidence in the financial system and helped to ensure the
economic crisis didn’t spill over into a financial crisis.

For credit unions these changes have helped to keep member loan demand fairly steady and mortgage pipelines in
particular have been near capacity. Near-record numbers of members have refinanced into lower-rate mortgages
and effectively fread up cashflow to meet daily needs and build precautionary savings

Of course, low market inferest rates are keeping loan and investment yields low and are squeezing interest margins
and bottom-line results. Deposit foes are likewise declining due to less spending overall and because credit unions
are waiving such fees. Interchange income is also declining, again due to lower consumer fransaction volumes. As
loans roll off forbearance increases in loan losses will lead to more loss provision expense. The extreme pressure
on botfom line results suggest the Federal Reserve and other regulators should tread lightly with additional
regulatory requirements.

Regulation D

Credit unions fully support the changes the Board made to reserve requirements of transaction accounts. The
changes announced on March 15" reduced reserve requirement ratios fo zero percent, eliminating reserve
requirements for all depository institutions. After eliminating the reserve req the Board announced on
April 24" an interim final rule to amend Regulation D (Reserve Requirements of Depository Institutions) to delete
the six-per-month limit on convenient transfers from the "savings deposit” definition. This interim final rule made

cuna.org
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it clear that credit unions and other depository institutions could immediately suspend the six-transfer limit. This
change to Regulation D allows consumers to make an unlimited number of convenient transfers and withdrawals
from their savings deposits.

The amendment to Regulation D is a change that credit unions have long sought from the Board to simplify the
operation of accounts and ¢liminate a requirement that can confuse credit union members. Removing the transfer
limit also gives consumers more access to their money, which is especially important during the pandemic when
consumers have less access to their accounts.

Paycheck Protection Program

We also note the Board quickly created the Paycheck Protection Program Liquidity Facility to provide liquidity to
eligible financial institutions that made Payment Protection Program (PPP) loans. This facility provided a source of
liquidity to financial institutions that may have needed flexibility after making PPP loans. This program made it
casier for credit unions and other financial institutions to make PPP loans without causing anxiety about liquidity
from the loans

Main Street Lending Program

Just this week the Board has announced that through its Main Street Lending Program it will begin purchasing
participations through its portal soon. Although the Main Street Lending Program 1s just getting started, the Board
made scveral changes to the program to make small businesses cligible to borrow through the program. Changes
that will help small businesses include:

o Lowering the minimum loan size for certain loans to $250,000 from $300,000;

o Increasing the term of ¢ach loan option to five years, from four years;

¢ Extending the repayment period for all loans by delaying principal payments for two years, rather than one;
and

o Raising the Federal Reserve Bank's participation to 95% for all loans.

The first three bulleted changes will help smaller businesses borrow and increasing the Federal Reserve Bank’s
participation to 95% will help reduce nisk to lenders from loans made through the Main Street Lending Program.
CUNA will continue provide feedback to the Board on the Main Street Lending Program as credit unions make
loans and sell the participation to the Federal Reserve Bank.

On behalf of America’s credit unions and their 115 million members, thank you for holding this important hearing.

Sincerely,

ghident & CEO

cuna.org
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