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Economic Stress and Forces for 
Recovery

Introduction
My la s t sp e e c h  h e re  in C olum bus w as in Ju n e  o f la s t y e a r , to  a  group 

o f b an k e rs . At th a t  tim e , I sp o k e  a b o u t how  th e  F e d e ra l R eserv e had 

a lre a d y  d e v e lo p e d  so m e in n o v a tiv e  n ew  len d in g  fa c ilitie s  in resp o n se  

to  th e  housing d o w n tu rn , f in an c ia l m a rk e t s tra in s , and  a  w ea k en in g  

ec o n o m y . G iven th e  sp ik e  in oil and  co m m o d ity  p rices  a t  t h a t  tim e , 

w e  w e re  also k eep in g  a  v ig ilan t e y e  on w h a t s e e m e d  to  b e  a  

p o te n tia l  rise  in in fla tio n .

A lo t has c h a n g e d  in n in e s h o r t m o n th s . T he ec o n o m y  has w o rse n e d  

sig n ifican tly , an d  w e  a re  now  c o n c e rn e d  a b o u t an  u n w elco m e 

d isin fla tio n .

U n fo rtu n a te ly , th e  f in an c ia l crisis has also  b e c o m e  b ro a d e r  and  

d e e p e r  o v e r th e  p a s t  y e a r  an d  is now  a ffe c tin g  e c o n o m ie s  acro ss th e  

w o rld . W h e th e r in banking, housing, re ta il , o r  c o m m e rc ia l re a l e s ta te  

an d  d e v e lo p m e n t, a ll p a r ts  o f th e  ec o n o m y  h av e  b e e n  h it  h ard .

T h e re  is no d o u b t o u r e c o n o m ic  s itu a tio n  is b o th  h is to ric  and  

u n p re c e d e n te d . And fo r  p o licy m ak ers a t  th e  F e d e ra l R eserv e and  

e ls e w h e re , th e r e  is no q u e s tio n  t h a t  th is  s itu a tio n  is te s tin g  a  n u m b e r 

o f lo n g stan d in g  e c o n o m ic  p rin cip les.

For m e, th e  e p iso d e  has b e e n  u n lik e  a n y th in g  I h av e s e e n  in m ore 

th a n  2 5  y e a rs  a t  th e  F e d e ra l R eserv e. And th e  v o la tility  is g r e a te r  

th a n  an y th in g  th e  U.S. ec o n o m y  has e x p e r ie n c e d  s in c e  th e  19 30s.

This p erio d  has c e r ta in ly  re in fo rc e d  my c o m m itm e n t to  “ lifelong 

le a rn in g ,” an d  I h av e d o n e  m o re  th a n  my s h a re  o f le arn in g  and  

h o m ew o rk  th e s e  p a s t  s e v e ra l m o n th s. In d ee d , I h av e  s p e n t  m any 

w e e k e n d s  on e x te n d e d  c o n fe re n c e  ca lls  w ith  my c o lle a g u e s , b an k ers  

and  m y s ta ff , ex p lo rin g  th e  b e s t  w ays to  e a s e  th e  tu rm o il in th e  

fin a n c ia l sy stem .

I know  I am  n o t a lo n e  in th is  re g a rd . In y o u r b u sin esses and  

o rg a n iz a tio n s, m any o f you h av e  also  b e e n  sp en d in g  fa r  to o  m any 

w e e k e n d s  revising b u siness s tr a te g ie s , looking a t  w o rriso m e sa les  

fig u res, and  b alan c in g  th e  d em an d s o f c re d ito rs  a g a in s t cash  flow .

In my rem a rk s , I w ill ta lk  a b o u t so m e o f th e  ec o n o m ic  c h a lle n g es  

fac in g  th e  U.S. an d  ex p la in  w hy th e  o u tlo o k  fo r  th is  y e a r  w ill be 

stro n g ly  in flu e n c e d  by d e v e lo p m e n ts  in th e  housing an d  fin an c ia l 

m a rk e ts . T hen  I w ill d e s c rib e  so m e fo rc e s  t h a t  w ill le a d  us in to  

ec o n o m ic  rec o v ery . Finally, I w ill d iscuss th e  F e d e ra l R e serv e’s 

s tra te g y  fo r  d ea lin g  w ith  th e  c h a lle n g e s  w e  a r e  facin g .
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As you know  only  to o  w ell, th e  U.S. ec o n o m y  has b e e n  in a  recessio n  

s in c e  D ec em b e r 2 0 0 7 , an d  all in d ic a to rs  p o in t to  i t  b ein g  a  s e v e re  

o n e . A lready, th is  rec essio n  is lo n g e r th a n  th e  1 0 -m o n th  a v e ra g e  of 

th e  n a tio n ’s po st-W o rld  W ar II rec essio n s.

T he ec o n o m ic  new s is b le ak . A uto sa le s , in d u stria l p ro d u ctio n , 

c o n s u m e r sp e n d in g , an d  c o n fid e n c e  m e a su re s  h av e all p lu n g e d , e i th e r  

to  re c o rd  lows o r  to  lows n o t s e e n  in se v e ra l d e c a d e s .

T he loss o f c o n s u m e r w e a lth  fro m  th e  c o lla p s e  o f housing an d  e q u ity  

p rices  has b e e n  s ta g g e rin g . Som e e s tim a te s  p la c e  th e  loss a t  n e a r  10 

trillio n  d o lla rs  s in c e  th e  th ird  q u a r te r  o f 2 0 0 7 . To p u t t h a t  in 

p e rs p e c tiv e , t h a t  is c lo se  to  a  y e a r ’s w o rth  o f gross d o m e stic  p ro d u ct. 

B usinesses h av e b e e n  slash in g  p ro d u ctio n  an d  sh a rp ly  red u cin g  th e ir  

c a p ita l  sp e n d in g  p lan s fo r  th is  y e a r .

L abor m a rk e t in d ic a to rs  c h a r a c te r iz e  th e  s itu a tio n  in h u m an  te rm s. 

Since th e  beg in n in g  o f th e  rec essio n , a b o u t 3 .6  m illion A m erican jo b s  

w e re  lo st. T h a t is th e  la rg e s t p e rc e n ta g e  d e c lin e  s in c e  1 9 8 2  an d  th e  

la rg e s t a b s o lu te  d e c lin e  s in c e  1 9 4 5 .

A bout h alf o f th o s e  losses h av e  c o m e  ju s t  in th e  p a s t th r e e  m o n th s. 

W e h av e also s e e n  a  hu g e in c re a s e  in th e  jo b le s s  r a te  sin c e  th e  

rec essio n  b eg a n , ju m p in g  fro m  4 .9  p e r c e n t  to  7 .6  p e rc e n t. T h e rise  in 

u n e m p lo y m e n t has b e e n  w id e s p re a d  acro ss all d em o g ra p h ic  groups, 

an d  m o re  p e o p le  a re  stay in g  u n em p lo y ed  fo r  lo n g e r p erio d s.

This e c o n o m ic  m isery  is n o t co n fin e d  to  th e  U nited  S ta te s . P ro d u ctio n  

an d  sp e n d in g  a c tiv ity  h av e b e e n  d ec lin in g  a ro u n d  th e  w o rld . In th e  

p a s t, w e  h av e b e e n  a b le  to  rely  on in te rn a tio n a l m a rk e ts  to  cu shion  a 

d o m e stic  slu m p , b u t t h a t ’s n o t th e  c a s e  th is  tim e .

U n fo rtu n a te ly , I d o n ’t  e x p e c t  th in g s to  g e t  b e t te r  u n til w e  se e  

s ta b ility  re tu rn  to  th e  housing an d  fin a n c ia l m a rk e ts . As you know , 

th e  housing boom  an d  b u s t tr ig g e re d  th is  recessio n  an d  sp a rk e d  

s e v e re  s tra in s  in c r e d i t  m a rk e ts . B ankers an d  in v e sto rs  a re  still 

fin d in g  i t  h ard  to  e s t im a te  th e  v a lu e  o f m o rtg a g e -re la te d  a s s e ts  th a t  

th e y  hold on th e ir  b a la n c e  s h e e ts , an d  now  u n c e r ta in ty  a b o u t th e  

e c o n o m ic  o u tlo o k  is ad d in g  to  th e  u n c e r ta in ty  a b o u t th e  h e a lth  o f 

so m e banks.

In ad d itio n , fallin g  housing p rices  h av e led  to  m o re  hom e 

fo re c lo s u re s , as m any h o m eo w n ers now  o w e m o re  th a n  th e ir  h o u se  is 

w o rth . S tabilizing  housing p rice s  w ill h e lp  s te m  fo re c lo s u re s , b o ls te r  

b an k  b a la n c e  s h e e ts , r e s to re  c o n s u m e r c o n fid e n c e , an d  sh o re  up 

c o n s u m e r sp en d in g .

H ow ever, th e  housing s e c to r  is s till f a r  from  s ta b le . H ousing p rices 

a re  s till d ec lin in g  in m any p a r ts  o f th e  co u n try , housing s ta r ts  have 

fa lle n  by o v e r 60% sin c e  th e ir  p e a k  in 2 0 0 6 , an d  th e  n u m b e r o f unsold 

h o m es is s till q u ite  la rg e  re la tiv e  to  th e  p a c e  o f sa le s . At th e  c u r r e n t 

r a te  i t  w o u ld  ta k e  14  m o n th s ju s t  to  c le a r  th e  ex istin g  in v en to ry .

C o n fro n tin g  p ro b lem s in th e  housing m a rk e t is a  n e c e s sa ry  p a r t  o f th e  

o v e ra ll e f f o r t  to  re s to re  e c o n o m ic  v ita lity . C ongress an d  th e  

A d m in is tra tio n  h av e p ro p o sed  f u r th e r  s te p s  to  a s s is t d is tre sse d  

h o m eo w n ers an d  to  len d  su p p o rt to  th e  housing in d u stry .

P o licym akers a re  also  w orking  h ard  to  b re a k  th e  logjam  th a t  ex is ts  in 

f in a n c ia l m a rk e ts . T he c a p a c ity  o f o u r f in a n c ia l sy stem  to  pro v id e 

c r e d it  is b ein g  c h a lle n g e d  tre m e n d o u sly .

U n fo rtu n a te ly , t h a t  has m e a n t th a t  c r e d i t  has b e e n  c u r ta ile d  o r is 

now  co n s id e ra b ly  m o re  ex p e n siv e  fo r  m any h o u seh o ld s an d  business 

b o rro w ers. I know  m any o f you a re  all to o  fa m ilia r  w ith  th e s e  issues.

T h a t’s w h e re  w e  s ta n d  to d a y . So w h a t is th e  o u tlo o k  fo r  2 0 0 9 ?
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U n fo rtu n a te ly , i t  is n o t g re a t, an d  it  w ill n o t b e  m uch b e t te r  th a n  

w h a t w e  e x p e r ie n c e d  la s t y e a r .

My b a s e lin e  p ro je c tio n  is fo r  re a l gross d o m e stic  p ro d u c t to  d e c lin e  

sh a rp ly  in th e  f irs t  h alf o f 2 0 0 9 , fo llo w ed  by a  m o d e s t u p tu rn  in th e  

se co n d  h a lf  o f th e  y e a r . In th is  sc e n a rio , u n e m p lo y m e n t ra te s  w ould  

likely c o n tin u e  to  rise  th ro u g h  th e  e n d  o f th e  y ea r.

H aving sa id  th a t ,  i t  is alw ays d iffic u lt to  p re d ic t  th e  p re c ise  tim in g  o f 

w h en  th e  ec o n o m y  w ill begin  its  rec o v ery  an d  th is  is a  p a rtic u la rly  

ch a lle n g in g  tim e  to  m ak e ec o n o m ic  p ro je c tio n s .

W hen fa c e d  w ith  such  u n c e rta in  tim e s , I fin d  th a t  h isto ry  can  provide 

so m e in sig h ts to  g u id e  o u r th in k in g . O ne s tu d y  I fo u n d  in fo rm ativ e  

ex a m in e s  prev io u s recessio n s in c o u n trie s  t h a t  h av e also fa c e d  

s ig n ific an t f in a n c ia l tu rm o il. This e v id e n c e  fro m  th e  p a s t 5 0  y ears  

su g g ests  t h a t  rec essio n s  linked  to  f in a n c ia l tu rm o il te n d  to  b e  lo n g er 

an d  m o re  s e v e re  th a n  ty p ic a l re c essio n s. T he good new s is th a t  th e  

e v id e n c e  fro m  p a s t recessio n s also show s th a t  th e y  all e n d , an d  I can 

say  w ith  c o n fid e n c e  t h a t  th is  rec essio n  w ill c e r ta in ly  e n d  as w ell.

How Do Sick Economies Get Better?
Even so, I am  su re  t h a t  m any o f you a re  w o n d erin g  w hy I am  

o p tim is tic  en o u g h  to  e x p e c t  a  rec o v ery  to  begin  la te r  th is  y e a r . How 

w ill i t  co m e a b o u t?

In f a c t,  my o u tlo o k  fo r  a  rec o v ery  in th e  se c o n d  h alf o f th e  y e a r  

re lies  on fo u r fo rc e s . T h e f irs t  fo rc e  a t  w o rk  is ex p a n sio n a ry  

m o n e ta ry  an d  fisca l p o lic ies. To c o u n te r a c t  re c essio n s, th e  F e d e ra l 

R eserv e an d  g o v e rn m e n t e n t i t ie s  p u rsu e  po lic ies t h a t  lo w er in te r e s t  

ra te s  an d  s tim u la te  sp e n d in g . T h e F e d e ra l R eserv e has b e e n  en g a g ed  

in a  v ery  s iz a b le  c r e d i t  ex p a n sio n  pro g ram  fo r  m o re  th a n  a  y e a r  an d , 

as you know , C ongress an d  th e  A d m in istra tio n  h av e d e v e lo p e d  a  very  

s iz a b le  stim u lu s  p ack ag e .

I w ill h av e m o re  to  say  a b o u t th e  F e d e ra l R e serv e’s sp e c ific  ac tio n s 

to  e n s u re  a d e q u a te  liq u id ity , e x p a n d  c re d it ,  an d  re s to r e  s ta b ili ty  in a  

fe w  m in u tes . But in g e n e ra l, e x p a n sio n a ry  m o n e ta ry  an d  fisca l 

po lic ies h av e alw ays p lay ed  a  s u b s ta n tia l ro le  to  re in v ig o ra te  th e  

ec o n o m y  w h en  U.S. h o u seh o ld s an d  b u sin esses a re  r e lu c ta n t  to  sp e n d .

T he se c o n d  fo rc e  w e  s e e  in m o st re c o v e rie s  is a  b o o st fro m  th e  

housing s e c to r  d u e  to  lo w er m o rtg a g e  r a te s . L ow er m o rtg a g e  ra te s  

o rd in arily  re s u lt  fro m  m o n e ta ry  policy  stim u lu s, b u t I am  singling th is  

o u t as a  s e p a r a te  fo rc e  in m y p r o je c te d  rec o v ery  b e c a u s e  th e r e  a re  

s e v e ra l f e d e ra l  g o v e rn m e n t p ro g ram s d es ig n ed  to  re d u c e  m o rtg a g e  

ra te s  an d  s tim u la te  housing d e m a n d . T he housing c o n tra c tio n  has 

b e e n  so s te e p  th a t  its  e v e n tu a l b o tto m in g  o u t w ill b e  s e e n  as an 

e s p e c ia lly  im p o r ta n t p o sitiv e  d e v e lo p m e n t in th is cy c le , as in d ic a te d  

e a r lie r .

T he th ird  fo rc e  a t  w o rk  is a  m o re  in ta n g ib le  o n e  - i t  is th e  

e n tre p re n e u r ia l  c h a r a c te r  o f A m erican  b u sin esses. In th e  d e p th s  o f a 

rec essio n , i t  is u n d e rs ta n d a b le  th a t  p e o p le  a re  fo c u se d  on risk 

av ersio n , b u t cu rio u sly  en o u g h , th is  is also  o n e  o f th e  w ellsp rin g s of 

reco v ery .

T hose lo n g -d e la y e d  in v e s tm e n t p lans b e c o m e  m o re  an d  m o re 

a p p e a lin g  as th e  b o tto m , o r  tro u g h , o f th e  rec essio n  b ec o m e s m o re  

an d  m o re  likely. In o th e r  w o rd s, if you d o n ’t  ju m p  a t  an  o p p o rtu n ity , 

s o m e o n e  e ls e  w ill.

E xam ples o f th is  ca n  b e fo u n d  in e v e ry  rec essio n , b u t co n sid er  

a n o th e r  v ery  d iffic u lt p erio d  fo r  th e  U.S. econom y: th e  e a rly  19 70s .

It w as a  tim e  w h en  w ag e  an d  p rice  c o n tro ls  w e re  in tro d u c e d  an d  th e
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lo n g -e s ta b lis h e d  link b e tw e e n  th e  d o lla r  an d  gold h ad  c o llap sed .

B e tw ee n  N ovem ber 1 9 7 2  an d  D ec em b e r 1 9 7 4 , th e  Dow Jo n es 

In d u stria l A verage p lu n g ed  m o re  th a n  4 0  p e r c e n t ,1 th e  in fla tio n  r a te  

m o re  th a n  t r ip le d ,2 an d  th e  u n e m p lo y m e n t r a te  ju m p e d  fro m  5 .3  

p e r c e n t  to  7 .2  p e r c e n t .3

You m ig h t th in k  t h a t  n obody in th e ir  r ig h t m ind w o u ld  lau n ch  a 

b u siness a t  such  a  tim e . But you w o u ld  b e  w ro n g . C o n sid er th r e e  

co m p an ie s  t h a t  g o t th e ir  s ta r t  d u rin g  th is  period: F e d e ra l E xpress, 

M icrosoft, an d  S o u th w e st A irlines.

W hile e v e ry  c o m p a n y ’s fo u n d in g  is u n iq u e , th e r e  is also  a  com m on 

d e n o m in a to r  - th e  fo u n d e rs  b e lie v e  th e y  c a n  im p ro v e  on an  ex istin g  

p ro d u c t, o r th e y  b e lie v e  th e y  h av e an  e n tire ly  n ew  p ro d u c t to  o ffe r. 

T he o p p o rtu n ity  w as ju s t  to o  good to  pass up.

T he th r e e  fo rc e s  I h av e m e n tio n e d  c o m e  in to  p lay  in n e a rly  all 

tra n s itio n s  fro m  rec essio n  to  reco v ery , b u t I am  ad d in g  a  fo u rth  fo rc e  

- n am ely , t h a t  th e  f in a n c ia l m a rk e t tu rm o il w ill g rad u ally  su b sid e . 

Econom ic g ro w th  d e p e n d s  c ritic a lly  on a  w e ll-fu n c tio n in g  fin an c ia l 

sy stem  t h a t  can  tr a n s f e r  c a p ita l  fro m  sa v ers  to  e n tre p re n e u r s  an d  

e s ta b lis h e d  b u sin esses.

T he F e d e ra l R eserv e c le a rly  u n d e rs ta n d s  t h a t  h e a lth y  fin an c ia l 

m a rk e ts  a re  ec o n o m ic  en a b le rs;  th e y  h elp  to  in c re a s e  th e  d e m a n d  for 

all p ro d u c ts  an d  se rv ic es  in o u r eco n o m y . O ur ac tio n s  a re  a  v ita l p a r t  

o f th e  n a tio n a l e c o n o m ic  rec o v ery  p ro g ram . W e a re  tak in g  bold s te p s  

to  p u t th e  c r e d it  m a rk e ts  b ack  in to  good w orking  o rd e r , an d  to  

s u p p o rt an  in c re a s e  in b an k  lending.

W e a re  ad d re ssin g  la rg e  an d  co m p le x  p ro b lem s, an d  w e  a re  ex te n d in g  

an d  ex p a n d in g  o u r p ro g ram s as n e c e s sa ry . I am  co n v in ced  t h a t  m o re 

p ro g ress m u st b e  m a d e , an d  t h a t  m o re  p ro g ress w ill b e  m ad e.

The Federal Reserve in Action
H ere a re  so m e sp e c ific  ac tio n s  t h a t  w e  a t  th e  F e d e ra l R eserv e h ave 

b e e n  ta k in g  to  g e t  th e  ec o n o m y  b ack  on its  f e e t .  W e h av e m a d e  th e  

la rg e s t c u ts  in o u r in te r e s t  r a te  ta r g e t  in o u r h isto ry . W e h ave 

lo w ere d  th e  f e d e ra l  fu n d s r a te  ta r g e t  by a b o u t 5 0 0  basis p o in ts  s in c e  

A ugust 2 0 0 7  - red u c in g  th e  r a te  from  5 - 1 / 4  p e r c e n t  to  a  ran g e  o f 0  to  

1 / 4  p e rc e n t.

I am  o f te n  ask ed  if su ch  a  low  f e d e ra l  fu n d s r a te  ta r g e t  m e an s  th e  

F e d e ra l R eserv e has run o u t o f am m u n itio n  to  c o u n te r  th e  ec o n o m ic  

tu rm o il. T h e a n s w e r to  t h a t  q u e s tio n  is no! W e s till h av e  o th e r  policy 

to o ls  a t  o u r d isp o sal.

F irst, w e  a re  using o u r n o rm al len d in g  a u th o rity  to  e x te n d  c r e d i t  in 

s ig n ific an t a m o u n ts  to  co m m e rc ia l b anks. In n o rm al c irc u m sta n c e s , 

w e  le n d  o v ern ig h t. In th is  p erio d  o f tu rm o il, w e  h av e e x te n d e d  th e  

te rm  o f o u r loans to  9 0  days to  h elp  banks e x te n d  c r e d it  to  th e ir  

c u s to m e rs  fo r  lo n g e r p erio d s o f tim e .

Providing liq u id ity  to  banks is im p o rta n t, b u t as th e  fin a n c ia l m a rk e t 

tu rm o il w o rs e n e d , c o n c e rn s  a b o u t c a p ita l , a s s e t  q u a lity , an d  c r e d it  

risk c a u se d  banks an d  o th e r  le n d e rs  to  lim it th e ir  w illin g n ess to  

e x te n d  c r e d it ,  ev e n  w h en  th e y  h ad  en o u g h  liq u id ity . To a d d re ss  this 

issue, th e  F e d e ra l R eserv e d e v e lo p e d  a  se c o n d  s e t  o f policy  to o ls  to  

m o re  d ire c tly  s u p p o rt b o rro w ers an d  in v e sto rs  in key c r e d i t  m a rk e ts . 

O ne e x a m p le  o f th is  a p p ro a c h  is a  fu n d in g  fa c ility  know n as TALF, o r 

th e  T erm  A sset-B ack ed  S e cu rities  Loan F acility , w hich  w ill likely be 

in o p e ra tio n  w ith in  th e  n e x t fe w  w ee k s.

Like m an y  a s s e t  m a rk e ts , th e  m a rk e t fo r  s e c u r itie s  b ac k ed  by 

c o n s u m e r c r e d i t  has b e e n  tro u b le d  fo r  so m e tim e . T h ese  in s tru m e n ts
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fu n d  a  s u b s ta n tia l s h a re  o f c o n s u m e r c re d it , in clu d in g  a u to  loans, 

s tu d e n t  lo an s, an d  c r e d it  c a rd  d e b t. In th e  fo u rth  q u a r te r  o f la s t 

y e a r , s e c u ritiz a tio n s  in p a r ts  o f th is  m a rk e t c a m e  to  a  c o m p le te  h alt. 

T h ese  d isru p tio n s  h av e  im p o r ta n t m a c ro ec o n o m ic  im p lica tio n s.

TALF is d es ig n ed  to  re in v ig o ra te  buying an d  se llin g  in th e  s e c u ritie s  

m a rk e ts . S p ecifically , TALF w ill a llo w  h o ld e rs  o f a s s e t-b a c k e d  

s e c u r itie s  to  b o rro w  fro m  th e  F e d e ra l R eserv e using th e s e  se c u ritie s  

as c o lla te ra l. Loan a m o u n ts  w ill ty p ic a lly  b e  b e tw e e n  8 5  an d  95  

p e r c e n t  o f a  s e c u r ity ’s v a lu e , fo r  te rm s  o f th r e e  y ea rs .

A m a jo r  fo cu s o f th e  n ew  f in an c ia l s ta b ili ty  a n n o u n c e m e n ts  la s t w ee k  

w as a  s ig n ific a n t ex p an sio n  o f TALF - from  th e  orig in ally  a n n o u n c ed  

$ 2 0 0  billion to  $1 tr illio n . Also, a d d itio n a l a s s e t-b a c k e d  se c u rity  

c lasse s  a re  b ein g  c o n s id e re d , in clu d in g  co m m e rc ia l m o rtg a g e -b a c k e d  

s e c u r itie s . W e b e lie v e  th is  in te rv e n tio n  to  su p p o rt c r e d it  m a rk e ts  w ill 

m ak e a  big d if fe re n c e  in sta b iliz in g  th e  eco n o m y .

T he F e d e ra l R eserve's th ird  policy  to o l is th e  d ir e c t  p u rc h a se  o f 

c e r ta in  kinds o f lo n g e r- te rm  s e c u r itie s  fo r  o u r p o rtfo lio . For ex a m p le , 

w e  re c e n tly  an n o u n c e d  p lan s to  p u rc h a se  up to  $ 6 0 0  billion in 

h o u sin g -re la te d  d e b t  from  g o v e rn m e n t-s p o n so re d  e n te rp ris e s .

This p ro g ram  is in te n d e d  to  im p ro v e th e  flo w  o f c r e d it  to  h o m e 

b u y ers an d  e n c o u ra g e  ex istin g  h o m eo w n ers to  re f in a n c e  a t  low er 

r a te s .  M ortgage ra te s  d e c lin e d  sig n ifican tly  on th e  a n n o u n c e m e n t of 

th is  p ro g ram , an d  ap p lic a tio n s  fo r  m o rtg a g e  re fin an c in g  h av e su rg ed .

T he F e d e ra l R e serv e’s th r e e  s e ts  o f policy  to o ls  - len d in g  to  f in an c ia l 

in s titu tio n s , providing liq u id ity  d ire c tly  to  key c r e d i t  m a rk e ts , an d  

buying lo n g e r- te rm  s e c u r itie s  - h av e  a  co m m o n  f e a tu r e .  They 

r e p r e s e n t  o u r a b ility  to  a c q u ire  a s s e ts  in w ays th a t  lo w er in te r e s t  

ra te s  an d  e a s e  c r e d it  co n d itio n s  in a  ran g e  o f m a rk e ts  ev e n  w h en  th e  

f e d e ra l  fu n d s r a te  is n e a r  ze ro .

O ur ac tio n s  h av e b e e n  ag g ressiv e an d  u n p re c e d e n te d . S ince O cto b e r 

2 0 0 7 , th e  F e d e ra l R e se rv e ’s b a la n c e  s h e e t  has grow n from  $ 8 5 5  

billion to  a lm o st $ 2  trillio n  re f le c tin g  th e  m a g n itu d e  o f th e  ch a lle n g es  

fac in g  th e  U.S. fin a n c ia l sy stem .

Conclusion
L et m e co n c lu d e  w ith  an  o b se rv a tio n . W e a re  in th e  m id st o f th e  

m o st tro u b lin g  p erio d  th e  U.S. f in a n c ia l s e c to r  has e x p e r ie n c e d  sin ce  

th e  1 9 3 0 s , an d  w e  rea lly  d o n ’t  know  how  m any m o re  c h a p te rs  rem ain  

in th is  d ra m a .

T he e p iso d e  has s e rv e d  as a  p o w erfu l re m in d e r  t h a t  a lth o u g h  m a rk e t 

p a r tic ip a n ts  h av e b e c o m e  m o re  s o p h is tic a te d , w e  a re  s till v u ln e ra b le  

to  e x tre m e  m a rk e t v o la tili ty  an d  la rg e -s c a le  f in a n c ia l d is tre ss . But w e 

n e e d  to  re m e m b e r  t h a t  in crisis th e r e  is also  o p p o rtu n ity .

During a n o th e r  p erio d  o f e c o n o m ic  crisis, P re s id e n t W oodrow  Wilson 

rem in d e d  A m ericans t h a t  w e  m u st a c t  c o llec tiv e ly . W ilson w as 

P re s id e n t o f th e  U nited  S ta te s  w h en  th e  F e d e ra l R eserv e System  w as 

c r e a te d  in 1 9 1 3 . T h en , as now , A m erica  fa c e d  d au n tin g  ch a lle n g es.

But W ilson w as u n ru ffle d . In his f irs t  In au g u ral A ddress, W ilson said , 

sp e ak in g  o f all A m ericans, “W e sh a ll d e a l w ith  o u r e c o n o m ic  system  

as i t  is an d  as i t  m ay b e m o d ified , n o t as i t  m ig h t b e  if w e  had  a 

c le a n  s h e e t  o f p a p e r  to  w rite  upon; an d  s te p  by s te p  w e  sh a ll m ak e it 

w h a t i t  sh o u ld  b e ....”

I rem ain  c o n f id e n t t h a t  w e  w ill g e t  th ro u g h  th is d iffic u lt p erio d  

to g e th e r .  And I w a n t a s su re  you t h a t  th e  F e d e ra l R eserv e is a c tiv e ly  

w orking  to  re s to re  g ro w th  in o u r ec o n o m y  w h ile  m a in ta in in g  a  low  

an d  s ta b le  in fla tio n  r a te .
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