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CHAIRMAN BERNANKE. Good afternoon. Earlier today the Federal Open Market
Committee (FOMC) approved new measures to support the recovery and employment growth.
I’ll get to the specifics of our actions in a few moments, but I’ll first describe the economic
conditions that motivated the Committee’s decision to take additional actions.

As you know, the Federal Reserve conducts monetary policy under a dual mandate from
Congress to promote maximum employment and price stability. The United States has enjoyed
broad price stability since the mid-1990s and continues to do so today. The employment
situation, however, remains a grave concern. While the economy appears to be on a path of
moderate recovery, it isn’t growing fast enough to make significant progress reducing the
unemployment rate. Fewer than half of the 8 million jobs lost in the recession have been
restored. And, at 8.1 percent, the unemployment rate is nearly unchanged since the beginning of
the year and is well above normal levels.

The weak job market should concern every American. High unemployment imposes
hardship on millions of people, and it entails a tremendous waste of human skills and talents.
Five million Americans have been unemployed for more than six months, and millions more
have left the labor force—many of them doubtless because they have given up on finding
suitable work. As the skills of the long-term unemployed atrophy and as their connections to the
labor market wither, they may find it increasingly difficult to get good jobs, to their and their
families’ cost, of course, but also to the detriment of our nation’s productive potential.

To help bolster the recovery and promote price stability, the FOMC has provided

unprecedented levels of policy accommodation in recent years. With our main policy interest
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rate near its effective lower bound, we have been using two complementary tools to carry out
monetary policy—nbalance sheet actions and forward guidance regarding how long we anticipate
maintaining exceptional levels of policy accommodation. While providing this support, we have
been prudent, carefully weighing the potential benefits and costs of each new policy action, and
recognizing that monetary policy, particularly in the current circumstances, cannot cure all
economic ills.

The FOMC has taken several actions this year. In January, it extended its forward
guidance, stating that it anticipated that the federal funds rate will remain near current levels until
late 2014. In June, the Committee decided to continue through the end of the year the previously
established program to extend the average maturity of the securities it holds by buying longer-
term securities and selling an equivalent amount of shorter-term securities. However, incoming
data confirm that the modest pace of growth continues to be inadequate to generate much
progress on unemployment. With inflation anticipated to run at or below our 2 percent objective,
the Committee has become convinced that further policy accommodation is warranted to
strengthen the recovery and support the gains we have begun to see in housing and other sectors.

Accordingly, the FOMC decided today on new actions, electing to expand its purchases
of securities and extend its forward guidance regarding the federal funds rate. Specifically, the
Committee decided to purchase additional agency mortgage-backed securities, or MBS, at a pace
of $40 billion per month. The new MBS purchases—combined with the existing maturity
extension program and the continued reinvestment of principal payments from agency debt and
agency MBS already on our balance sheet—will result in an increase in our holdings of longer-
term securities of about $85 billion each month for the remainder of the year. The program of

MBS purchases should increase the downward pressure on long-term interest rates more
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generally, but also on mortgage rates, specifically, which should provide further support for the
housing sector by encouraging home purchases and refinancing.

The Committee also took two steps to underscore its commitment to ongoing support for
the recovery. First, the Committee will closely monitor incoming information on economic and
financial developments in coming months, and if we do not see substantial improvement in the
outlook for the labor market, we will continue the MBS purchase program, undertake additional
asset purchases, and employ our policy tools as appropriate until we do. We will be looking for
the sort of broad-based growth in jobs and economic activity that generally signal sustained
improvement in labor market conditions and declining unemployment. Of course, in
determining the size, pace, and composition of any additional asset purchases, we will, as
always, take appropriate account of the inflation outlook and of their efficacy and costs.

Additionally, the Committee emphasized that it expects a highly accommodative stance
of monetary policy to remain appropriate for a considerable time after the economic recovery
strengthens. This should provide greater assurance to households and businesses that policy
accommodation will remain even as the economy picks up. In particular, the Committee today
kept the target range for the federal funds rate at O to ¥ percent and stated that it anticipates that
exceptionally low levels for the federal funds rate are likely to be warranted at least through mid-
2015.

In conjunction with today’s meeting, FOMC participants—the 7 Board members and
12 Reserve Bank presidents—submitted their individual economic projections and policy
assessments for the years 2012 through 2015 and over the longer run. Committee participants’
projections for the unemployment rate in the fourth quarter of this year have a central tendency

of 8.0 to 8.2 percent, declining to 6.0 to 6.8 percent in the fourth quarter of 2015, levels that
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remain somewhat above participants’ estimates of the longer-run normal rate of unemployment.
Participants’ projections of inflation have a central tendency of 1.7 percent to 1.8 percent for this
year and 1.8 percent to 2.0 percent for 2015.

While the economy appears to be advancing at a moderate pace, with some
improvements appearing in housing and elsewhere, FOMC participants see an economic outlook
that remains uncertain. The economy continues to face economic headwinds, including the
situation in Europe; tight credit for some borrowers; and fiscal contraction at the federal, state,
and local levels. In addition, strains in global financial markets continue to pose significant
downside risks.

Before | take your questions, 1’d like to briefly address three concerns that have been
raised about the Federal Reserve’s accommodative monetary policy. The first is the notion that
the Federal Reserve’s securities purchases are akin to fiscal spending. The second is that a
policy of very low rates hurts savers. The third is that the Federal Reserve’s policies risk
inflation down the road.

On the first concern, | want to emphasize that the Fed’s purchases of longer-term
securities are not comparable to government spending. The Federal Reserve buys financial
assets, not goods and services. Ultimately, the Federal Reserve will normalize its balance sheet
by selling these financial assets back into the market or by allowing them to mature. In the
interim, the Federal Reserve’s earnings from its holdings of securities are remitted to the
Treasury. In fact, the odds are strong that the Fed’s asset purchase programs, both through their
net interest earnings and by strengthening the overall economy, will help reduce rather than

increase the federal deficit and debt.
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On the second concern, my colleagues and | are very much aware that holders of interest-
bearing assets, such as certificates of deposit, are receiving very low returns. But low interest
rates also support the value of many other assets that Americans own, such as homes and
businesses large and small. Indeed, in general, healthy investment returns cannot be sustained in
a weak economy, and, of course, it is difficult to save for retirement or other goals without the
income from a job. Thus, while low interest rates do impose some costs, Americans will
ultimately benefit most from the healthy and growing economy that low interest rates help
promote.

And finally, on inflation: Inflation has varied in recent years with swings in global food
and fuel prices caused by a range of factors, such as drought and geopolitical tensions. However,
overall inflation has averaged very close to the Committee’s goal of 2 percent per year for quite a
few years now, and a variety of measures show that longer-term inflation expectations are quite
stable. The Federal Reserve is fully committed to both sides of its mandate—to price stability as
well as to maximum employment—and it has both the tools and the will to act at the appropriate
time to avoid any emerging threat to price stability.

Thank you. 1I’d be happy to respond to your questions.

DARREN GERSH. Hi, Mr. Chairman, it’s Darren Gersh, Nightly Business Report. Your
forecast doesn’t get back to full employment for four years, so could these new bond purchases
go on for years? And can you give us a better idea of when you’ll—if you have specifics in
mind on when you’ll know it’s time to stop?

CHAIRMAN BERNANKE. Yes. We’ll be looking for signs that the economy is strong
enough to promote improvement and sustained improvement in labor market conditions and

declines in unemployment. | mean, that’s—we’re not going to be able to sustain purchases until
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we’re all the way back to full employment, that’s not the objective. The idea is to quicken the
recovery, to help the economy begin to grow quickly enough to generate new jobs and reduce the
unemployment rate. So that’s the criterion we’re looking at.

KRISTINA PETERSON. Kristina Peterson of Dow Jones. The statement indicated that
the highly accommodative stance would be maintained until after the recovery starts to
strengthen, but there aren’t any specific economic conditions that are described. Could you
describe what those would be? Or is the Fed—the Fed seems reluctant to have done that so far.

CHAIRMAN BERNANKE. Well, we’ve been talking about our communications at the
FOMC and trying to think about how best to communicate to the public, you know, what our
policy reaction function, so to speak, is. And we haven’t, to this point, come to a set of numbers,
a set of data that we can put out. But what we’re trying to convey here is that we’re not going to
be premature in removing policy accommodation. Even after the economy starts to recover more
quickly, even after the unemployment rate begins to move down more decisively, we’re not
going to rush to begin to tighten policy. We’re going to give it some time to make sure the
recovery is well established.

STEVE LIESMAN. Mr. Chairman, | want to talk about that same line in the statement.
Does that mean that your tolerance for inflation will be higher in coming years, in the middle of
the recovery? And, if not, what good is that language there if it doesn’t tell people that the
reaction function relative to inflation has changed? Secondly, stock prices are up today, so are
oil prices and gold. Why aren’t those part of the same reaction to the Fed’s acts today?

CHAIRMAN BERNANKE. Well, our policy approach doesn’t involve intentionally
trying to raise inflation. That’s not the objective. The idea is to make sure we provide enough

support so the economy will grow fast enough to bring unemployment down over time. | mean,
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as we look back at the last six months or so, we’ve seen unemployment at basically the same
place it was in January. We’ve seen not enough jobs growth to bring down the unemployment
rate, and what we need to see is more progress. And that’s what we will be looking at. In terms
of the mid-2015 date, we think by that point that the economy will be recovering, we’ll be
providing the support it needs. But if you look at our projections, you’ll see it doesn’t involve
any inflation, that we still believe that inflation is going to be close to our 2 percent target.

STEVE LIESMAN. All right, I just need to follow up. Does this—so you’re saying it
does not include greater tolerance for inflation, that you will—you would reverse course if
inflation were to be above your target level, even given that statement?

CHAIRMAN BERNANKE. Well, if inflation goes above the target level, as we talked
about in our statement in January, we take a balanced approach. We bring inflation back to the
target over time, but we do it in a way that takes into account the deviations of both of our
objectives, you know, from their targets.

ZACHARY GOLDFARB. Thank you, Mr. Chairman. Earlier this year, on two
occasions, the Fed took policy actions, which you defended as extremely important for the
economy, but, as you mentioned, there hasn’t been any improvement in the labor markets since
the beginning of the year. Why should people believe this will make a difference? And the
projections seem to suggest it’s approximately a 0.4 reduction in unemployment. Is that the limit
of what Fed policies can do going forward?

CHAIRMAN BERNANKE. Well, our assessment—I talked about this at my remarks at
Jackson Hole—our assessment, and that of the research literature, is that the policies that we’ve
undertaken have had real benefits for the economy—that they have provided some support, that

they have eased financial conditions and help reduce unemployment. All that being said,
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monetary policy, as I’ve said many times, is not a panacea. It’s not by itself able to solve these
problems. We’re looking for policymakers in other areas to do their part. We’ll do our part, and
we’ll try to make sure that unemployment moves in the right direction, but we can’t solve this
problem by ourselves.

ZACHARY GOLDFARB. And do you think that 0.4 percent difference in the
projections is about what’s possible?

CHAIRMAN BERNANKE. Well, what happens is going to depend on where the
economy goes—how much ultimate accommodation we give the economy. The 0.4 percent
you’re referring to is the change in the forecast between the last projection and this one. But
remember, people make projections assuming that policy is appropriate. So some of them may
have assumed these policies in their last projections, and not all are assuming these policies in
this projection. So that’s probably a little bit of an understatement of what we think we can get.
But in any case, again, | want to be clear that while I think we can make a meaningful and
significant contribution to this problem—to reducing this problem, we can’t solve it. We don’t
have tools that are strong enough to solve the unemployment problem.

MIKE MCKEE. You’ve made an eloquent explanation over the past couple of weeks of
the Fed’s ability to lower interest rates. But what’s missing for many economists is how the
transmission mechanism is going to work. Most people think this will have a minimal effect on
rates. Can you give us an idea of how much you think it might push rates down, and why
moving rates down a few basis points might change demand, which seems to be the problem in
the economy?

CHAIRMAN BERNANKE. Well, the ultimate effect is going to depend, of course, on

how much we end up doing, and that, in turn, is going to depend on what the economy does.
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This is a conditional program; we’re going to be providing accommodation according to how the
economy evolves. | think that’s the virtue of putting it this way, is that if the economy is weaker,
we’ll provide more support; if the economy strengthens on its own or other headwinds die down,
then it will require less support. So the amount of support we provide is going to depend on how
the economy evolves. We do think that these policies can bring interest rates down—not just
Treasury rates, but a whole range of rates, including mortgage rates and rates for corporate bonds
and other types of important interest rates. It also affects stock prices. It affects other asset
prices—home prices, for example. So looking at all the different channels of effect, we think it
does have impact on the economy. It will have impact on the labor market, but, as again, the
way | would describe it is a meaningful effect, a significant effect, but not a panacea, not a
solution for the whole issue. We’re just trying to get the economy moving in the right direction,
to make sure that we don’t stagnate at high levels of unemployment, that we’re making progress
towards more acceptable levels of unemployment.

ROBIN HARDING. Robin Harding from the Financial Times. Mr. Chairman, is this the
limit of what the Fed could do? You refer in your statement to other policy tools. If the
unemployment situation doesn’t improve, then what other measures do you have available?
Thank you.

CHAIRMAN BERNANKE. Well, there’s a variety of possibilities, and we continue to
look at all different options. But the two primary types of tools, as I’ve discussed, are balance
sheet actions—and, of course, we can restructure those, change those in various ways; the other
type of tool is communication tools. And we could—we continue to work on how best to
communicate with the public and how best to assure the public that the Fed will remain

accommodative long enough to ensure recovery. So, working with our communications tools,
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clarifying our response to economic conditions, might be one way in which we could further
provide accommodation.

PEDRO DA COSTA. Pedro da Costa from Reuters. My question is—I want to go back
to the transmission mechanism because, speaking to people on the sidelines of the Jackson Hole
conference, that seemed to be the concern about the remarks that you made is that they could
clearly see the effect on rates and they could see the effect on the stock market, but they couldn’t
see how that had helped the economy. So I think there’s a fear that, over time, this has been a
policy that’s helping Wall Street but not doing that much for Main Street. So could you
describe, in some detail, how does it really different—differ from trickle-down economics,
where you just pump money into the banks and hope that they lend?

CHAIRMAN BERNANKE. Well we are—this is a Main Street policy, because what
we’re about here is trying to get jobs going. We are trying to create more employment, we are
trying to meet our maximum employment mandate, so that’s the objective. Our tools involve—I
mean, the tools we have involve affecting financial asset prices, and that’s—those are the tools
of monetary policy. There are a number of different channels—mortgage rates, | mentioned
other interest rates, corporate bond rates, but also the prices of various assets, like, for example,
the prices of homes. To the extent that home prices begin to rise, consumers will feel wealthier,
they’ll feel more disposed to spend. If house prices are rising, people may be more willing to
buy homes because they think that they’ll, you know, make a better return on that purchase. So
house prices is one vehicle. Stock prices—many people own stocks directly or indirectly. The
issue here is whether or not improving asset prices generally will make people more willing to
spend. One of the main concerns that firms have is there is not enough demand, there’s not

enough people coming and demanding their products. And if people feel that their financial
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situation is better because their 401(k) looks better or for whatever reason, their house is worth
more, they are more willing to go out and spend, and that’s going to provide the demand that
firms need in order to be willing to hire and to invest.

JON HILSENRATH. Jon Hilsenrath from the Wall Street Journal. Mr. Chairman, the
statement says—we’ve come back to this a couple of times— “If the outlook for the labor market
does not improve substantially, the Committee will continue its purchases of agency mortgage-
backed securities, ... additional asset purchases, and employ ... other policy tools.” Can you
define and describe more specifically what “improve substantially” means? And what do you—
what is the Committee referring to when it says “additional asset purchases” and “other ...
tools.”

CHAIRMAN BERNANKE. Well, again, we’re looking for ongoing sustained
improvement in the labor market. There’s not a specific number we have in mind. But what
we’ve seen in the last six months isn’t it. We’re looking for something that involves
unemployment coming down in a sustained way, not necessarily a rapid way, because | don’t
know if our tools are that strong, but we’d like to see an economy which is strong enough that it
will support improving labor market conditions and unemployment that’s declining gradually
over time. That’s essentially what we’re looking for. In terms of the tools that we have, we have
the mortgage-backed security purchases, which we can continue or expand or change in any—
you know, in various ways. We could also purchase, of course, Treasuries; we’ve retained that
capacity. And in terms of other policies, again, there are a number of possibilities, but the one |
mentioned to Zach in particular is our communication policies, finding ways to better explain our

rate policies that will engender more-accommodative financial conditions.
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BINYAMIN APPELBAUM. Mr. Chairman, it seems pretty clear that the Fed’s
announcement today has created a good deal of confusion about how long you’ll keep buying
assets, judging from the questions in this room and outside of it. Why did you choose not to
adopt a specific target? Did the Committee consider specific targets—there have been a number
of proposals—and why did you choose not to do that?

CHAIRMAN BERNANKE. Well, we—the problem is that, for this purpose, that what
we’re looking for is a general improvement in labor market conditions. We want to see the
unemployment rate come down, but that’s not the only indicator, obviously, of labor market
conditions. The unemployment rate came down last month because participation fell. That’s not
necessarily a sign of improvement. So we want to see more jobs. We want to see lower
unemployment. We want to see a stronger economy that can cause the improvement to be
sustained; it’s not just a one-month or two-month phenomenon. We’re not going to be looking
for little wiggles in the numbers that are going to cause us to radically shift our policy. So, we,
at least at this point, have decided to define it qualitatively. | hope | am giving you at least a
little color in terms of what we’ll be looking for. We’ll be looking for, again, an economy which
IS quickening, that gives signs of continued improvement, that allows labor markets to be
stronger, and that will be the type of qualitative criteria that we look at. We don’t—again, we
don’t have a single number that captures that, but we anticipate that we’ll have to do more, and
we’ll do enough to make sure that the economy gets on the right track.

CRAIG TORRES. Hi, Mr. Chairman. Someone told me that less than 1 percent of all
mortgages originated in the past 18 months went to borrowers with impaired credit history. So
when we talk about people and a Main Street policy, it seems like you’re struggling, like many

other central banks, and that’s to get the low rates down to—the challenge is to get them to
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people who really need them, people who are paying high rates or companies with somewhat
fragile balance sheets. So, given that’s the case—I mean, you guys got involved in markets
when they were dysfunctional in the crisis. What’s your appetite for doing more-targeted credit
programs if, post-election, you had a Treasury Secretary and a Congress that was willing to
underwrite some of the credit risk?

CHAIRMAN BERNANKE. Well, now you’re talking about congressional programs,
and I don’t, you know, | don’t advocate specific programs. It’s up to them to make those
decisions. | think we’re seeing modest improvement in mortgage markets. One thing that’s
helping is a stronger housing market. One reason that lenders have been very constrained is they
are worried about further house price declines that will make the collateral worth less than the
loan. As house prices have begun to rise, as the economy has gotten a little stronger, lending
standards have eased just a bit. There’s also been other changes which are useful. | note, for
example, that the FHFA and the GSEs have recently changed their policy on putbacks so that
banks will have more certainty about under what conditions a mortgage will be put back to them
if it defaults. So | think there’s number of things in train that will make the mortgage markets a
little bit more open, and that is one factor, actually, that could make our policy more effective
rather than less effective over time—if more people have access to mortgage credit, more people
can take advantage of the low rates that we’re providing.

GREG IP. Greg Ip of the Economist. Mr. Chairman, one of the innovations of your
statement today is that you have for the first time explicitly predicated your monetary policy
action on the achievement of explicit economic goals, in this case a substantial improvement in
the labor market. Could you give us some explanation of how that conditioning will make your

policy more effective than if you had simply done as you previously have: announced the policy
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and then conducted it? And a technical question: When “Operation Twist” ends, do you
anticipate adjusting the size of your asset purchases in order to maintain the $85 billion monthly
flow of long-term asset purchases?

CHAIRMAN BERNANKE. On the latter, when Operation Twist ends, we will be
looking at the whole set of asset purchases in order to make decisions. We’ll be looking at the
state of the economy, as we described in the statement. In particular, what’s the state of the labor
market, what’s the state of the outlook for economic growth? On conditioning, our policies have
always been conditional in that we’ve always been clear that our asset purchases, for example,
were reviewed periodically to see if they were still necessary, if they needed to be expanded. We
did extend the maturity extension program, for example, when we thought that more support was
needed for the economy, so our policies have always had a significant element of conditionality.
But the idea here is to make that more explicit, more transparent to the public, make it more
obvious that the Fed will do what’s needed to provide the support for the economy. And we
hope that what that will do is provide a bit more assurance, maybe a bit more confidence, that the
Fed will be there to do what it can. Again, we’re not promising, you know, a cure to all these
ills. But what we can do is provide some support, and by assuring the public that we will be
prepared to take action if the economy falters, we’re hopeful that that will increase confidence
and make people more willing to invest, hire, and spend.

PETER BARNES. Sir, just to follow up on—Peter Barnes with Fox Business—to follow
up on Darren’s questions, a question about getting back to full employment. It looks like there’s
a lot more work to do here. And so | wanted to ask you about your plans as Fed Chairman—
your term expires in January of 2014. Governor Romney’s comments notwithstanding, what are

your plans? Do you plan to leave at that time? Would you consider an appointment to a third
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term at the Fed at all? And then, if | may, on election year politics, is there any—do you have
any concern or was there any discussion within the Committee about whether or not your actions
today might be perceived as helping President Obama, helping the economy, and thus helping
President Obama get reelected and hurting Governor Romney’s chances in the presidential
contest? Thank you.

CHAIRMAN BERNANKE. Well, on the former, I’m—I have a lot to do. | am very
focused on my work, and | don’t have any decision or any information to give you on my
personal plans. On the politics, we have tried very, very hard—and | think we’ve been
successful—at the Federal Reserve to be nonpartisan and apolitical. We make our decisions
based entirely on the state of the economy and the needs of the economy for policy
accommodation. So we just don’t take those factors into account, and we think that’s the best
way to maintain our independence and maintain the trust of the public.

DONNA BORAK. Chairman, Donna Borak with American Banker. My question
pertains to Basel I1l. Community bankers, as you know, have been very worried about the
impact that these rules will have on their banks, especially given the fact that there’s been some
industry consolidation, and some have even questioned whether or not the Fed has actually
looked at the impact that the rules would have on smaller-sized institutions. So my question for
you is, will there be relief for the smaller institutions, and can you provide any assurance that this
will not be a one-size-fits-all regulation?

CHAIRMAN BERNANKE. Certainly. We are very interested in and very focused on
community banks at the Fed. We believe they play a very important role in our economy and in
our communities. We have a number of ways of communicating with community banks. It

includes our advisory council made up of community bankers. It includes a special set of
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programs we have to reach out and talk to community bankers. So we are very interested in their
views. | speak regularly to conventions and the like and talk to various groups. In terms of
Basel 111, of course, it’s not one-size-fits-all. Many—and, indeed, many of the most difficult,
complex regulations apply only to the largest and most complex institutions—for example, the
capital surcharge that the largest banks have to hold, the complex rules applying to trading books
and derivatives, the extra supervision under section 165, the orderly liquidation authority, the
liquidity rules—the whole range of things that apply only to the largest, most complex, and
internationally active banks. For the smaller banks, what our proposed rule does is try to
strengthen their capital, and many small banks will already meet those capital requirements.
Smalls banks tend to be very well capitalized. But, of course, it’s important for small banks to
be well capitalized as well as large banks. And there’s a leverage requirement. But, again, most
of the rules, most of the—particularly the most complex rules in Basel 111 will not apply to the
smaller banks. Indeed, banks under $500 million have special exemptions from these rules.
Having said all of that, | remind you that what we have now is a proposed rule, and we’re
receiving comment on that. We have a subcommittee of our supervision committee with two
experienced—one community banker, one community bank supervisor on it from our Board who
are particularly interested in making sure that the rules are not excessively onerous, and we will
be looking at the comments and trying to make sure that we take into account the needs of
community banks when we put out the final rule.

GREG ROBB. Thank you, Mr. Chairman. Yesterday former Fed Governor Larry Meyer
at a conference in Washington said he’d never seen such a divided Fed. And we see it, we who
cover the Fed see it in the speeches, in the run-up to today’s decision. Some people said that it

was dubious whether QE3 would work. Could you comment on former Governor Meyer’s
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suggestions, and then—and sometimes don’t you think, don’t you wish that some of the Fed
officials who don’t support QE would keep their—keep their fears to themselves? Thank you.

CHAIRMAN BERNANKE. Well, as you know, we are living in a very complex time
and dealing with a complex economic situation and a variety of novel and different issues,
including new policies that haven’t been used in the same way in the past, and so naturally we
have a range of views, a range of opinions. I think on the whole that’s probably a good thing.
It’s good to hear different points of view, and it’s good to make sure that the points of view that
are outside the Fed are reflected in the discussion around the table inside the Fed. So we have a
very collaborative and collegial discussion process, that, again—that spans a range of views. We
were, however, able to come to a pretty good consensus—as you know, the vote on this was 11
to 1—and that’s a sign that the broad center of the Committee does support these actions and will
continue to support them going forward.

GREG ROBB. Does the negative commentary hurt QE? Could it, if people in the
market don’t think it will work?

CHAIRMAN BERNANKE. There’s going to be negative commentary whether it comes
from Fed officials or not. Again, because there’s a range of views—some people think it’s more
effective than others. | discussed some of the evidence in my speech in Jackson Hole, and |
talked about the fact that, you know, different researchers have gotten different estimates of the
impact. Virtually all of them find that there is some beneficial impact, but they disagree on how
much. So, there’s going to be disagreement. And again, | personally don’t think that it’s a
panacea, | personally don’t think it’s going to solve the problem. But I do think it has enough

force to help nudge the economy in the right direction.
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MICHELLE FLEURY. You said that you can’t cure all ills, that you haven’t got strong
enough tools to deal with the unemployment problem. | was curious to know what policy
actions you’d like to see outside the Fed to try and address this. And, secondly, also on the
“fiscal cliff,” the expected spending cuts and tax increases, how concerned are you about that?
And what ammunition do you have to deal with that, if that becomes a problem?

CHAIRMAN BERNANKE. Well there’s, again, a range of areas where actions could be
taken, and | can’t really prescribe all those possible responses. | would focus, I think, on the
fiscal side. We currently have the so-called fiscal cliff. If no action is taken, there’s going to be
a very substantial increase in taxes and cut in spending on January 1 of the coming year. The
CBO has suggested that if that’s allowed to take place, that it would cause unemployment to
begin to rise, and it might throw the economy back into recession. So | think one very basic
thing that could be done to help address the recovery—the weakness of the recovery and the
need for more employment—would be to address the fiscal cliff while simultaneously addressing
longer-term fiscal sustainability issues which remain, of course, very serious. So that’s one area
where there is a lot of potential benefit. If the fiscal cliff isn’t addressed, as I’ve said, | don’t
think our tools are strong enough to offset the effects of a major fiscal shock, so we’d have to
think about what to do in that contingency. So I think it’s really important for the fiscal
policymakers to, you know, work together and try to find a solution for that.

PATRICK WELTER. Mr. Chairman, my name is Patrick Welter with the German
newspaper Frankfurter Allgemeine Zeitung. | have two questions, if I may. One is in the
projections. In the economic and inflation projections, you foresee a low inflation rate below
2 percent to 2015—not you personally, but the FOMC. | am wondering, if you look at the

growth rates, you have growth rates of about 3.4 percentage points in 2014 and 2015. How long
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do you think that it might work that you have such strong growth and no inflation pressure? And
the second question, if I may, is, a lot of economists don’t see too much effect out of the further
round of QE3. Aren’t you worried that, in promising that you will do whatever you can, even if
it is tiny, small, that you give some kind of carte blanche to the fiscal policy and to the Congress
not to do enough on their side of the policy action?

CHAIRMAN BERNANKE. Well, the—on inflation, we do anticipate at some point
what’s normal in a recovery, which is, given that the economy fell very quickly and there’s a lot
of unused capacity, there’s a lot of slack in the economy, it would be normal that there would be
a period where the economy would grow faster than trend in order to make up some of the slack
that was created. So we don’t anticipate the economy is going to be overheating anytime soon.
And as long as we pay close attention to inflation expectations as well as the trajectory of the
economy, we think inflation will remain close to our 2 percent target. On your second question,
certainly, there is a range of views on how effective these tools are. I’ve spent a lot of time, as
all of my colleagues have, looking at the evidence, and, of course, the staff here have done a
great deal of work on the question. And the bottom line for most of it, most of the research, is
that while these tools are not so powerful that they can solve the problem, they are at least able to
provide meaningful support to the economy. Our job is to use the tools we have to meet our
mandate, which is maximum employment and price stability. So if we have tools that we think
can provide some assistance and we’re not meeting our mandate, then | think that our obligation
is to do what we can. Of course, we would like to see policies across the board to help address
these issues. But, you know, that’s not our province; we are the monetary policy authorities, and

our job is to use monetary policy as effectively as we can.
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STEVE BECKNER. Steve Beckner of MNI, Mr. Chairman. There have been concerns
raised, questions raised by people like Columbia Professor Michael Woodford and others about
the credibility of your forward guidance on the path, the future path of the federal funds rate—
the idea being that, to the extent it’s conditional, it’s not really convincing and doesn’t provide
the kind of confidence that you referred to. Now, on this latest statement, you’ve removed some
of that conditionality. | am particularly struck by the statement that “the Committee expects that
a highly accommodative stance of monetary policy will remain appropriate for a considerable
time after the economic recovery strengthens.” | assume that was done to make your forward
guidance more credible, and yet the question remains whether, you know, as the economy picks
up steam, whether the FOMC will really follow through and keep rates low or whether you will
do as the Fed has always done and begin to raise the funds rate.

CHAIRMAN BERNANKE. Well, that’s an important question. Michael Woodford—
who, by the way, is my former colleague and coauthor and friend, so | know him quite well, and
I know his works quite well—I think, actually, the thrust of his research is that forward
guidance—communication about future policy—is, in fact, the most powerful tool that central
banks have when the interest rate is close to zero. And he advocates policies like nominal GDP
targeting, for example, that would essentially require credibility lasting many years, the
implication being that the Fed would target the nominal level of GDP and promise to do that for
many years in the future even if inflation, you know, rose as part of that policy. So his own
perspective is that credibility is the key tool that central banks have in order to get traction at the
zero lower bound. Whether we have the credibility to persuade markets that we’ll follow
through is an empirical question. And the evidence, which I also, again, discussed in my

remarks recently, is that when we’ve announced extended guidance, that financial markets have
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responded to that, that private-sector forecasters have changed their estimates of what
unemployment and inflation will be when the Fed begins to remove accommodation. So the
empirical evidence is that our announcements do have considerable credibility. And I think
there’s a good reason for that, which is that we have talked a lot both publicly and privately
about the rationale for maintaining rates low even as the economy strengthens, and I think the
basic ideas are broadly espoused within the Committee. And so there is a consensus that even as
the personnel change and so on going forward, that this is the appropriate approach, and that by
following through, we will have created a reserve of credibility that we can use in any
subsequent episodes that occur.

DON LEE. Don Lee with the L.A. Times. With mortgage rates already at historical
lows, how much further do you think the actions, your actions, will drive down the rates, and
related to that, I’m assuming that you expect the purchases of mortgage-backed securities to have
a meaningful effect on refinancings and housing activity. What would that look like? What
would that meaningful effect mean?

CHAIRMAN BERNANKE. Well, again, as | mentioned before, it’s true that our
mortgage-backed securities purchases ought to drive down mortgage rates, and put downward
pressure on mortgage rates, and create more demand for homes and more refinancing. But it will
depend, again, ultimately on several things. One will be on the amount that we do, the amount of
purchases that we do, and that in turn is going to be a function of how the economy evolves. If
the economy is weaker, we’ll do more, and in those cases, probably rates would be pretty low at
any case because the economy is looking weak. If the economy is stronger, strong enough to
create improving labor market conditions, we won’t have to do as much. And so, the amount

that we do depends on how the economy evolves. So, since | don’t know exactly how much
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we’ll end up doing, it’s a little bit hard to give you an exact estimate. So I think that’s, you
know, in terms of how many homes and those kinds of questions, again, | think that the markets
are looking—are looking a little better. | think that house prices are beginning to rise in some
markets, which will encourage people to look at homes, will encourage lenders to make more
mortgage loans. So I’m hopeful that we’ll see continued progress in the housing market; that—
that has been one of the missing pistons in the engine here. Housing is usually a big part of the
recovery process. We haven’t had that nearly to the usual extent, and to the extent that we can
support housing, | think that would be a very useful outcome.

DON LEE. There doesn’t seem to be that many people who could qualify for
refinancings. Can we expect a meaningful effect on an increase in refinancing activity?

CHAIRMAN BERNANKE. Well, I think there’ll be some, but you get more benefit
when people buy homes. And sales of homes are down still, but they have been rising steadily,
and we’re trying to provide more support for people who want to go out and buy homes,
construct homes, and also those who want to refinance. But it’s the purchases of new homes that
generate the construction activity, the furnishing, all those things that help the economy grow.

SCOTT SPOERRY. Scott Spoerry with CNN and CNNMoney. Earlier this year at one
of your news conferences in this room, you said that you were already hearing anecdotal
information from some of your colleagues at the regional Fed Banks about firms, companies
making decisions on hiring next year because they were afraid of the fiscal cliff or whatever the
federal government was going to do in terms of—in terms of cutbacks. It’s been a few months
since you made that statement, and 1I’m sure your staff are working hard on it, but how much of a
headwind to the economy is the fear of the federal government just sort of cutting way back,

falling across the fiscal cliff or even—even if they take a few steps back from the cliff, it’s still
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there. How much is that fear contributing to lack of—Ilack of growth or adequate GDP growth in
the economy?

CHAIRMAN BERNANKE. Well I—you know, it’s pretty hard to give you a number,
but I can certainly confirm that as the Reserve Bank presidents and Governors made their reports
today and yesterday around the table, there was considerable discussion of uncertainty, including
policy uncertainty, fiscal policy uncertainty, and the implications of that for hiring and
investment decisions. A lot of—a lot of firms are waiting to see whether that problem will be
resolved. And if so, how? And I think it is a concern. It is something that is affecting behavior
now. But again, | don’t know—I don’t have a number, | don’t know how big that effect is, but,
certainly, the sooner that can be resolved, the sooner it can be clarified, it will be beneficial not
just because we avoid the cliff itself, but because we clarify for firms, for employers and
investors, how that’s going to be resolved. So, | think it’s an issue that is of some consequence,
yes.

CATHERINE HOLLANDER. Hi, Mr. Chairman. Catherine Hollander, National
Journal. How much was the fiscal cliff a decision, or a factor in your decision, to do an open-
ended QE instead of a fixed sum? Or fiscal uncertainty more generally?

CHAIRMAN BERNANKE. Well, we take the economy as we find it. There are a lot of
headwinds right now that are affecting the economy. There’s fiscal headwinds. There’s
international factors, including the situation in Europe. There’s factors arising from still-
impaired credit markets, and so on. So we looked at that—looked at the economy from the
perspective of, you know, how quickly it’s been growing over the last six months to a year. And,
as | talked about in a speech in March, in order for employment gains to be sustained, for

unemployment to fall, the economy needs to grow at or above trend levels. And lately it’s not
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really been at trend. So we’ve been responding to that problem and trying to take steps that will
assure somewhat stronger growth and, we hope, will help bring unemployment down over time.
Now, again, the fiscal cliff, the uncertainty about the fiscal cliff, is one of the factors, one of the
headwinds, but I’m sure there are many others, and we don’t try to differentiate among them in
any sense. If the fiscal cliff does occur, I suspect it won’t, and | hope it won’t, but if it does, and
we get the kind of impact the Congressional Budget Office is talking about, as I’ve said, | don’t
think the Federal Reserve has the tools to offset that, and we would have to rethink at that point.
But we’ve taken the steps we’ve taken now because we’d like to see the economy gather more
momentum, and the more momentum it has, the better placed we are to deal with any shocks that
might come down the road.

MARCY GORDON. Marcy Gordon with the Associated Press. One of the aspects
we’ve seen in recent reports on unemployment is the shrinking labor force. Is that something
that’s of specific concern to you, and what does it tell us about the labor market and the
economy?

CHAIRMAN BERNANKE. Well, you are absolutely right. And as | mentioned earlier,
the unemployment decline last month was more than 100 percent accounted for by declines in
participation. Some decline in participation is anticipated, is as expected. We’re an aging
society. We have more people retiring. Female participation has flattened out; it hasn’t
continued to climb as it did for several decades. We’re seeing less participation among younger
people, fewer college students taking part-time jobs and the like. So part of this decline in
participation was something that we anticipated quite a long time ago, but part of it is cyclical.
Part of it reflects the fact that some people—because they have essentially given up or at least

are very discouraged—have decided to leave the labor force. And the anticipation is that if the
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economy really were to strengthen, and labor markets were to strengthen, at least some of those
people would come back into the labor force. They might even temporarily raise the
unemployment rate because they’re now looking again. So the participation rate over and
above—the decline in participation rate over and above the downward trend is just one of the
other indicators of a generally weak labor market. And it’s why | said earlier that we do want to
look at a range of indicators, not just the unemployment rate, although that’s a very important
indicator, not just payrolls, although that also is a leading indicator, but participation, hours, part-
time work, and a variety of other measures which suggest that our labor market is still in quite
weak condition.

Thank you.
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