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Fed Review: December 2020 

MNI View: Fed Keeping Something In Reserve 
By Tim Cooper 
 

• The December FOMC decision was broadly in line with expectations (and exactly in line with MNI’s outlook 
for a slightly hawkish disappointment), with new asset purchase guidance but no change to the asset 
purchase program itself (either in size or in an extension of weighted average maturity of purchases). 

• Market Reaction: The decision and optimistic-looking summary of economic projections were rightly seen 
hawkish, with TYs selling off 8+ ticks, but not quite to session lows. Tsys rebounded and curve steepening 
reversed as the Powell press conference went on, in part because he affirmed that the Fed would action in 
future if required. Effectively Tsys round-tripped to levels pre-decision by the end. 

• With some on the sell-side looking for a WAM extension, the initial sell-off and subsequent rebound may 
have indicated that potentially there was some clearing out of positions that quickly reversed. 

• Future Policy: We'll see in the coming weeks (incl. the minutes), but it doesn't sound like the FOMC was 
seriously considering making a move on asset purchases at this meeting based on Powell's comments. 

• He noted several times that the FOMC saw current policy as 'appropriate', and said the current asset 
purchase program was 'very very large...providing a large amount of support'. Powell also made it a point to 
highlight that interest-rate sensitive sectors were doing well, suggesting that ramping up purchases etc at 
this point wouldn't have much impact - it's still on the health and fiscal authorities to deliver. "We don't think 
the economy is suffering from a lack of accommodative financial conditions, it's suffering from a pandemic." 

• And given Powell’s reminder that policy works with 'long and variable lags' - and the current 'bridge' of support 
needed for the economy is seen as 5-6 months - it doesn't make sense to make a big move now, esp since 
they see the economy "growing at a fairly healthy clip by the second half of next year". 

• So the Fed looks likely keep policy easy for a long time at current levels, and see today's guidance on asset 
purchases as adding to accommodation - but are also keeping something in reserve in case the economy 
deteriorates, rather than seeing any need to act now. 

• SEP:  Looking past the decision, the economic projections suggest that the COVID vaccine (and maybe 
some glimmers of light on the fiscal stimulus front?) have made the FOMC more optimistic on the medium-
term growth outlook. 2020 real GDP -2.4% (from -3.7%), 2021 4.2% (4.0%), 2022 3.2% (from 3.0%). 
Unemp rate seen much lower, and inflation a bit higher too. 

• The growth aspect is interesting because all else being equal, usually an upgrade to one year (2020 in this 
case) means the next year is downgraded due to base effects. That's not the case here, pointing to a more 
constructive FOMC outlook even after the stronger-than-expected data since the previous FOMC. 
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FOMC Links: 
• Statement: https://www.federalreserve.gov/newsevents/pressreleases/monetary20201216a.htm 

• SEP/Dot Plot: https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20201216.htm 

• Implementation note: https://www.federalreserve.gov/newsevents/pressreleases/monetary20201216a1.htm 

• Press Conference: https://www.federalreserve.gov/monetarypolicy/fomcpresconf20201216.htm 
 

Instant Answers (released 1400ET): 
• Changes to Interest Rate Paid on Excess Reserves (IOER) / minimum bid rate on overnight repo? NO 

• Does the FOMC attach economic conditions to its guidance on asset purchases? YES 

• Does the Fed announce changes to purchases with regard to size/duration/ and/or conditionality? NO 

• How many 'dots' imply higher rates by end-2022? End-2023? One dot indicating hike in 2022, 5 dots favor hikes in 2023 

• Do the 2023 PCE inflation medians in the SEP differ from 2.0%? Higher or Lower? NO 

• Any dissents to the decision? NO 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20201216a.htm
https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20201216.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20201216a1.htm
https://www.federalreserve.gov/monetarypolicy/fomcpresconf20201216.htm
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MNI POLICY TEAM REVIEW 
 

Fed Chooses QE Guidance Over Expanding It 
 
By Jean Yung 

 
WASHINGTON (MNI) – The Federal Reserve on Wednesday left benchmark rates near zero and committed to 
buy at least USD120 billion a month of debt until the economic recovery makes "substantial further progress," 
declining to ease further by boosting purchases or shifting them toward the longer end of the yield curve. 
 
The decision wraps an extraordinary year of actions to bolster the economy battered by Covid-19. Despite record-
high and still rising caseloads and death rates, new vaccines have convinced policymakers the economy will 
resume solid growth next year. 
 
"My expectation -- and many people have the expectation that the second half of next year the economy should 
perform strongly. We should be getting people back to work. Businesses should be re-opening," Fed Chair Jay 
Powell told reporters after a two-day FOMC meeting. 
 
"The issue is the next getting through the next four, five, six months," which are sure to be "very challenging," he 
added. 
 
"The overarching message is our guidance for interest rates and asset purchases will keep monetary policy 
accommodative until maximum employment and price stability goals are achieved," he said. 
 
He suggested the economy didn't need the extra move of extending the duration of asset purchases, but said that 
the Fed retained that flexibility. "Any time we feel like the economy could use stronger accommodation, we would 
be prepared to provide it. But right now we are providing a great deal," he said. 
 
--VAGUE ON 'FURTHER PROGRESS' 
 
"The Federal Reserve will continue to increase its holdings of Treasury securities by at least USD80 billion per 
month and of agency mortgage-backed securities by at least USD40 billion per month until substantial further 
progress has been made toward the Committee's maximum employment and price stability goals," the FOMC said 
in its post-meeting statement Wednesday. 
 
Powell declined to outline what "substantial further progress" would mean, saying only that the FOMC would signal 
well in advance of winding down stimulus that the economy appeared to be on that path. 
 
He pointed to durable goods sales and the hot housing market as examples of how current stimulus was supporting 
the economy, and noted some weakness was better addressed by fiscal policy such as replacing lost incomes. 
 
"In the near term, the help that people need isn't just from low interest rates that stimulates demand over time and 
works with long and variable lags," he said. Government policies are creating a "bridge" across the "economic 
chasm that was created by the pandemic," he said, but "there is a group that don't have a bridge yet. That is who 
we are talk willing about. It's the 10 million people who lost their jobs and people who may lose their homes." 
 
--STUBBORN SLOW-FLATION 
 
The roughly USD900 billion fiscal package under negotiation in Congress that would include a second round of 
direct payments and boost unemployment benefits would be "welcome," he said. Sources have told MNI that the 
Fed may be forced into boosting QE early next year if fiscal stimulus doesn't come soon enough. 
 
Even as the FOMC revised higher its economic projections over the next few years Wednesday, Powell warned 
that "it isn't going to be easy" to get inflation higher. 
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"There are significant disinflationary pressures around the world, and there have been for a while," he said. "It's not 
going to be easy to have inflation move up. It's going to take some time." 
 
Of 17 FOMC officials, only a few see headline PCE inflation rising above 2.0% in 2023, even as five policymakers 
now see it appropriate to lift rates by then, one more than in September. 
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Analysts’ Key Comments 
 
ABNAmro: WAM Extension Looks Like A Rainy Day Tool 
 

• ABN interprets the new guidance as meaning that asset purchases “will continue at their current pace at 
least through to the end of next year, and potentially longer if the vaccine roll-out is slower than expected 
and the unemployment rate falls more gradually as a result.” 

• WAM extension now looks more like a ‘just in case’ tool for a rainy day rather than definitely in the pipeline, 
and Powell poured cold water on the Bank of Canada option (+WAM, -size). 

• “With that said, we suspect the Fed is approaching the limit to how much of a rise in 10y yields it will 
tolerate given the need to meet its ambitious new inflation target.” With this in mind, ABN sees the Fed’s 
first choice to rely on ‘the threat’ of higher asset purchases, before committing to a specific composition. 

 
BMO: Not As Big A Step Toward Accommodation As It Could Have Been 
 

• BMO saw the FOMC taking a more accommodative step at the Dec meeting with asset purchase guidance, 
but “not as big a step as it could have been, likely reflecting an upgraded medium-term economic outlook 
(thank you vaccines) and anticipation that fiscal policy will eventually step up.” 

• For BMO, the FOMC is sticking to its previous plan to begin normalization in 2024 at the earliest, despite a 
more optimistic medium-term economic outlook. This is because “inflation is simply not accelerating to 
levels that will warrant any action before then” on the Fed’s new flexible avg inflation targeting regime. 

 
CIBC: Bank of Canada Option Still Coming In Early 2021 
 

• CIBC sticks to its pre-Dec FOMC view that the Fed would extend WAM in early 2021 while reducing the 
volume of asset purchases (i.e. the Bank of Canada option).  

• The SEP showing an upgrade to econ projections reflecting in part data received since the last set of 
projections “proved” that the vaccine announcements haven’t altered the FOMC’s views, given rates were 
still shown on hold through 2023. 

 
Citi: Fed’s Forecasts Optimistic; Big Picture Remains Dovish 
 

• Citi came into the meeting expecting a hawkish leaning market reaction (despite an overall dovish Fed), 
and they saw the decision delivering this outcome. 

• They point to the econ forecasts showing “much more optimism than we had expected”.  
 
Danske: Fed Sticks To The Path 
 

• Danske writes that the Fed’s new guidance is “basically signalling no rate hike in coming years and 
continued bond buying at the current pace for a long time”. 

• The Fed’s view of the economy (as seen by Danske) is similar to Danske’s house view: which is that the 
economy will struggle in coming months due to COVID/lockdowns, but that the outlook for the 2nd half of 
2021 is much better due to the vaccine. 

 
Deutsche: Keeping The Pace Until “Substantial Progress” Is Made 
 

• The Dec FOMC came out in line with Deutsche’s expectations. They expect “a gradual taper to commence 
in early 2022 [holding balance sheet steady in 2023] and see lift-off [for rates] in the first half of 2024.” 

• This is because Deutsche thinks new guidance “suggests that the Fed will be conducting asset purchases 
further into the cycle and when they are closer to reaching their goals, relative to prior experience.” 

• Deutsche sees SEP expectations for rates to stay near zero even while a “significant portion” on the FOMC 
expect an inflation overshoot “is a subtle signal about the Fed's commitment to average inflation targeting”. 

• “It was notable…that progress towards 2% inflation -- not towards an overshoot – was mentioned” by 
Powell. Also, “we were left with a less-than-optimistic message from the Chair on the Committee’s ability to 
deliver on its newly adopted average inflation target anytime soon.” 
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Goldman Sachs: FOMC Unlikely To Do WAM Extension Unless Circumstances Deteriorate Substantially 
 

• Goldman had expected a WAM extension at this meeting, but Powell’s comments suggest “the FOMC is 
unlikely to do a maturity extension in the future unless circumstances deteriorate substantially, in which 
case Powell noted it remains an option”. 

• Re new guidance, Goldman “guesses” that the FOMC sees conditions for a taper being met “somewhere 
between its end-2021 and end-2022 projections”, though GS sees tapering coming later than that. 

• The SEP’s large upgrades to the econ outlook combined with only one additional FOMC participant seeing 
a hike by 2023 “reflects the high hurdle for liftoff that the FOMC has set and the Committee’s view, noted 
by Chair Powell, that ‘it’s not going to be easy to have inflation move up’”. 

 
HSBC: A Bit More Optimistic But With Plenty Of Uncertainty 
 

• Powell called recent news on a COVID vaccine “very positive”, and for HSBC, “this appears to have 
impacted not only the individual projections of FOMC participants but also the perceived risks to growth.” 

• The objective of the guidance was to reassure that asset purchases will continue until after the pandemic 
abates and economic conditions normalize, and to signal that purchases will be dialled back once the 
outlook is on firmer ground. 

• “It is clear from the new guidance that the economic criteria that will govern asset purchases are not the 
same as the ones that were laid out in September with respect to the future consideration of policy rate 
hikes. This means that the pace of asset purchases is likely to be dialled back some time before the 
FOMC's criteria for considering rate hikes are satisfied.” 

 
ING: Dovish Tone With More In The Tool Kit 
 

• The Dec FOMC went in line w ING’s expectations, though they saw minimal changes to the statement as 
“something of a surprise given the recent softer tone to some of the data”.  

• Signs of movement on a fiscal relief perhaps reduced the need for near-term action in the FOMC’s minds. 

• The new guidance is “still quite vague, but reinforces the view the Fed are going to be doing all they 
can to ensure the recovery gains traction.” 

. 
JPMorgan: SEP Suggests There Isn’t Much Tolerance For An Inflation Overshoot 
 

• Having thought there was a “good chance” of a WAM extension at this meeting, JPM notes that “Powell 
didn’t directly address why they didn’t take this step to provide more accommodation”. 

• Since the FOMC didn’t ease this week, “it seems unlikely they will do so in 2021, when presumably the 
incoming data will improve over time.” Also given the new guidance on asset purchases, JPM says it’s hard 
to infer when tapering will begin, but prob sometime around the end of 2021. 

• “Powell did note that they are not attaching numbers to that guidance ‘at this point,’ leaving the door open 
to more specific guidance in the future.” 

• JPM points out that the improved SEP outlook probably owes to fiscal/vaccine assumptions, but also note 
that no participants see 2023 inflation >2.2% despite 5 seeing rate liftoff having occurred by then – this 
suggests that “the tolerance for an overshoot isn’t particularly great”. 

 
NatWest: Straightforward 
 

• NatWest saw the FOMC announcement as “straightforward”, and writes that its view that “the Fed would 
not seek to engineer a material flattening in the curve, but would act to protect against any unwanted 
steepening that threatens to serve as a passive tightening in financial conditions” was reinforced by 
Powell’s comments on current policy being “appropriate”. 

• The Fed appears comfortable with long-end rates in current ranges. 

• Overall they see Powell’s tone as dovish. 
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Nomura: Tapering To Begin H1 2022 
 

• Though Nomura hadn’t expected a shift in asset purchase guidance at this meeting, they expected it 
eventually, and the FOMC outcome did not change their outlook for the Fed. They continue to expect zero 
rates at least through 2023 and tapering to begin in H1 2022. 

• Nomura says the Fed offered a relatively optimistic outlook for the economy, acknowledging significant 
near-term risks but focusing more on positive medium-term developments. 

• The new SEP forecasts “are consistent with the Fed taking the decision to taper by end-2021”, which 
“could be somewhat earlier than market participants expect”. Though the forecasts are a “bit too 
aggressive”, so the taper will be delayed until 2022. 

 
Nordea: Curve Free To Steepen 
 

• Nordea, which had been expecting the Fed to deliver an ‘Operation Twist’ at this meeting, said that 
although “it was a very neutral Fed meeting”, the FOMC was “not as dovish as anticipated by many and 
one could choose to read [its] message as a hawkish one.” 

• Because the Fed could taper QE once “substantial progress has been made towards the maximum 
employment and price stability goals”, this was a disappointment – “one would have expected purchases to 
remain intact (at least) until price stability is obtained in an average inflation targeting regime. Did we 
misunderstand the Fed when AIT was launched?” 

• They note that “the curve is fairly free to steepen even if Twisting could become a topic in 2021.” 

• And with both supply- and demand-side inflation pressures mounting going into 2021, the risk-reward on 
betting on Fed hikes in H1 2022 looks favorable. 

 
Rabobank: Easing In 2021 Likely Confined To Asset Purchase Adjustments 
 

• Rabo has the first rate hike pencilled in for Dec 2024, with any changes in monetary policy needed in 2021 
likely confined to adjustments to the asset purchase program. 

• “Alarming economic data and insufficient fiscal policy responses could lead the FOMC to modify the 
parameters of the asset purchase program.”  

• “A comparison of the language on asset purchases and rates does suggest that asset purchases will stop 
before the first rate hike, as recommended by most participants during the November meeting.” 

• Rabo also notes the dot plot suggests that since the ‘new hawk’ expects only one hike in 2023, the dot plot 
“is more dovish in 2022 and more hawkish in 2023.” 

• Rabo sees Yield Curve Control still on the table as an option, but negative rates are unlikely. 
 
RBC: Fwd Asset Guidance “Ambiguous At Best, Confusing At Worst 
 

• RBC sums up its view on this week’s meeting with: “The bottom line on the FOMC is that absolutely 
nothing that so many people seemed to think would happen, happened today. They did not extend WAM 
nor did they give forward guidance on WAM. We simply did not believe any of that made sense at this 
juncture and clearly the Fed agreed.” 

• RBC sees an inconsistency in Powell discussing econ improvement by H2 2021 yet the Fed still doesn’t 
think they can remove accommodation until 2023 or later. 

• Powell/FOMC guidance on asset purchases: “ambiguous at best and confusing at worst”. 
 
Scotiabank: Fed Quite Content To Ride Into 2021 Looking Through To Better Conditions 
 

• Scotia writes that the FOMC sounds “quite content to ride into 2021 looking through to better conditions as 
2021 unfolds”. 

• The change in asset purchase guidance “largely just codify what the Fed was doing anyway so they 
shouldn’t have been a surprise”. 

• Re the SEP projections, Scotia notes “it remains interesting that despite saying the FOMC will tolerate 
inflation ‘to moderately exceed 2 percent for some time’, the definition of ’some time’ does not translate into 
a forecast overshoot throughout the forecast horizon at this point. That either means the Fed thinks it won’t 
achieve this, or that “some time” is defined to be very transitory in nature.” 
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• On rates, “there is substantial risk that we see tightening guidance brought forward” vs dot plot showing no 
rate hikes through 2023, given potential vaccine impact over H1 2021. 

 
SEB: Financial Conditions Key To Any Near-Term Easing 
 

• SEB had seen a WAM extension at the December meeting, but they write that Powell said nothing to suggest 
any plans for further easing in the near term, and even “additional weakness will probably not be enough to 
make the Fed to ease policy further unless weakness becomes widespread and affecting larger parts of the 
economy that are not directly affected by the virus”. 

• As for triggers for easing, SEB points to financial conditions weakening, though note the Fed would accept 
some yield rises if caused by improved econ outlook/ rising inflation expectations. 

 
SocGen: Incremental, Not Powerful, Guidance 
 

• The FOMC’s new guidance was seen by Wall Street as “incremental” rather than “powerful”, per SocGen, 
who believe that this shift suggests that QE tapering could be delayed relative to their mid-2021 view. 

• Exactly what the FOMC’s goals are and what constitutes progress, per the guidance, “are open questions”. 

• The incremental increase in FOMC members seeing hikes by 2023 is in line w SocGen’s view for modest 
rate hikes beginning in late 2023. 

 
Swedbank: Fed May Be Very Accommodative For Longer Than Market Previously Believed 
 

• The FOMC did not meet Swedbank’s expectation of a WAM increase, but the change in asset purchase 
guidance is “in line with the signals that monetary policy will remain very accommodative for a long time – 
possibly longer than market participants previously believed”. 

 
TD: Guidance Under The Tree 
 

• TD writes that Powell did not encourage expectations for changes to asset purchase policy anytime soon, 
but also “emphasized the likely need for policy to remain highly accommodative for many years”. 

• The Fed message on the outlook was modestly more positive than expected. But overall with the market 
only about 25% priced for WAM extension, there was limited reaction to the announcement. 

• TD expects QE tapering only in 2023, with rate hikes in 2025. 

• With Tsy supply rising, the Fed will need to extend WAM at some point, and moving to QE3 proportions 
can absorb a lot of that supply. 

 
UBS: Tapering Not Tightening, But Continued Easing 
 

• UBS now sees a WAM extension as unlikely to happen. 

• The new QE guidance language “was more vague than we had…but we remain convinced that they will 
taper well before contemplating hiking.”  

• Powell/the FOMC’s language suggests the Fed “will see tapering not as tightening, but continued easing, 
just at a lesser pace. The further implication is that they would see taking purchases to $0 not as 
tightening, but maintaining accommodation.” 

• The SEP upward forecast revisions suggest “the FOMC presumably had a prior that a vaccine would be 
available in 2021, but the confirmation of that news and the efficacy must have boosted their outlook.” 

• UBS’s outlook is for spending normalization in Q2 2021, “so there is room for upside surprise for Powell 
and the Fed”.  

 
Wells Fargo: Purchases Will Continue For Quite Some Time 
 

• Wells Fargo notes the FOMC “probably did not offer the clarity for asset purchases that some market 
participants had wanted”. 

• In their view, “the Fed will continue to buy Treasury securities and MBS well into next year.” 

• Re the SEP, the forecast for the “unemployment rate, in conjunction with the forecasted inflation rate of 
less than 2% next year, are specific reasons to expect that the Federal Reserve will continue to purchase 
Treasury securities and MBS well into next year.” 
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FOMC Statement Comparison 
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Dot Plot / Econ Projections Comparison 
 
Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents, under their individual 
assumptions of projected appropriate monetary policy. Source: Federal Reserve 
 
 
SEPTEMBER 2020 FOMC:  

 

 
 
 
DECEMBER 2020 FOMC:  
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FOMC participants’ assessments of appropriate monetary policy: Midpoint of target range or target level for the federal 
funds rate. Source: Federal Reserve 
 
SEPTEMBER 2020 FOMC:  
 

 
 
DECEMBER 2020 FOMC:  
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Press Conference Summary 
 
As live-reported by MNI Analysts and Policy Reporters on our MainWire, Edge and Bullets services 
(transcript may not exactly match what what said).  
 
Opening Statement (Source: Federal Reserve) 
 
At the Federal Reserve, we are strongly committed to achieving the monetary policy goals that Congress has given 
us—maximum employment and price stability. Since the beginning of the pandemic, we have taken forceful actions 
to provide relief and stability, to ensure that the recovery will be as strong as possible, and to limit lasting damage 
to the economy. Today, my colleagues on the FOMC and I reaffirmed our strong forward guidance for interest rates 
and also provided additional guidance for our asset purchases. Together, these measures will ensure that 
monetary policy will continue to deliver powerful support to the economy until the recovery is complete. Economic 
activity has continued to recover from its depressed second-quarter level. The substantial reopening of the 
economy led to a rapid rebound in activity, and real GDP rose at an annual rate of 33 percent in the third quarter. In 
recent months, however, the pace of improvement has moderated. Household spending on goods, especially 
durable goods, has been strong and has moved above its pre-pandemic level. In contrast, spending on services 
remains low, especially in sectors that typically require people to gather closely, including travel and hospitality. The 
overall rebound in household spending owes in part to federal stimulus payments and expanded unemployment 
benefits, which provided essential support to many families and individuals. The housing sector has fully recovered 
from the downturn, supported in part by low mortgage interest rates. Business investment has also picked up. The 
recovery has progressed more quickly than generally expected, and forecasts from FOMC participants for 
economic growth this year have been revised up since our September Summary of Economic Projections. Even so, 
overall economic activity remains well below its level before the pandemic and the path ahead remains highly 
uncertain. 

 

In the labor market, more than half of the 22 million jobs that were lost in March and April have been regained as 
many people were able to return to work. As with overall economic activity, the pace of improvement in the labor 
market has moderated. Job growth slowed to 245,000 in November, and while the unemployment rate has 
continued to decline, it remains elevated at 6.7 percent. Participation in the labor market remains notably below 
pre-pandemic levels. Although there has been much progress in the labor market since the spring, we will not lose 
sight of the millions of Americans who remain out of work. Looking ahead, FOMC participants project the 
unemployment rate to continue to decline; the median projection is 5 percent at the end of next year and moves 
below 4 percent by 2023. The economic downturn has not fallen equally on all Americans, and those least able to 
shoulder the burden have been the hardest hit. In particular, the high level of joblessness has been especially 
severe for lower-wage workers in the service sector, and for African Americans and Hispanics. The economic 
dislocation has upended many lives and created great uncertainty about the future. 
 
The pandemic has also left a significant imprint on inflation. Following large declines in the spring, consumer prices 
picked up over the summer but have leveled out more recently. For those sectors that have been most adversely 
affected by the pandemic, prices remain particularly soft. Overall, on a 12- month basis, inflation remains below our 
2 percent longer-run objective. The median inflation projection from FOMC participants rises from 1.2 percent this 
year to 1.8 percent next year and reaches 2 percent in 2023. 
 
As we have emphasized throughout the pandemic, the outlook for the economy is extraordinarily uncertain and will 
depend in large part on the course of the virus. Recent news on vaccines has been very positive. However, 
significant challenges and uncertainties remain with regard to the timing, production, and distribution of vaccines, 
as well as their efficacy across different groups. It remains difficult to assess the timing and scope of the economic 
implications of these developments. The ongoing surge in new COVID-19 cases, both here in the United States 
and abroad, is particularly concerning, and the next few months are likely to be very challenging. All of us have a 
role to play in our nation’s response to the pandemic. Following the advice of public health professionals to keep 
appropriate social distances and to wear masks in public will help get the economy back to full strength. A full 
economic recovery is unlikely until people are confident that it is safe to reengage in a broad range of activities. 
 
As we previously announced, we are now releasing the entire package of our SEP materials at the same time as 
our FOMC statement. Included in these materials are two new exhibits that show how the balance of participants’ 
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assessments of uncertainty and risks have evolved over time. Since the onset of the pandemic, nearly all 
participants continue to judge the level of uncertainty about the economic outlook as elevated. In terms of risks to 
the outlook, fewer participants see the balance of risks as weighted to the downside than in September. While a 
little more than half of participants now judge risks to be broadly balanced for economic activity, a similar number 
continue to see risks weighted to the downside for inflation. 
 
The Fed’s response to this crisis has been 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. As 
noted in our Statement on Longer-Run Goals and Monetary Policy Strategy, we view maximum employment as a 
broad-based and inclusive goal. Our ability to achieve maximum employment in the years ahead depends 
importantly on having longer-term inflation expectations well anchored at 2 percent. As we reiterated in today’s 
statement, with inflation running persistently below 2 percent, we will aim to achieve inflation moderately above 2 
percent for some time so that inflation averages 2 percent over time and longer-term inflation expectations remain 
well anchored at 2 percent. We expect to maintain an accommodative stance of monetary policy until these 
employment and inflation outcomes are achieved. With regard to interest rates, we continue to expect it will be 
appropriate to maintain the current 0 to 1/4 percent target range for the federal funds rate until labor market 
conditions have reached levels consistent with the Committee’s assessments of maximum employment and 
inflation has risen to 2 percent and is on track to moderately exceed 2 percent for some time. 
 
In addition, as we noted in today’s policy statement, we will continue to increase our holdings of Treasury securities 
by at least $80 billion per month and of agency mortgage-backed securities by at least $40 billion per month until 
substantial further progress has been made toward our maximum employment and price stability goals. We believe 
the increase in our balance sheet this year has materially eased financial conditions and is providing substantial 
support to the economy.  
 
Combined with our forward guidance for the federal funds rate, our enhanced balance sheet guidance will ensure 
that the stance of monetary policy remains highly accommodative as the recovery progresses. Our guidance is 
outcome-based and is tied to progress toward reaching our employment and inflation goals. Thus, if progress 
toward our goals were to slow, the guidance would convey our intention to increase policy accommodation through 
a lower expected path of the federal funds rate and a higher expected path of the balance sheet. Overall, our 
interest rate and balance sheet tools are providing powerful support to the economy and will continue to do so. 
 
The Federal Reserve has also been taking broad and forceful actions to more directly support the flow of credit in 
the economy for households, for businesses large and small, and for state and local governments. Preserving the 
flow of credit is essential for mitigating damage to the economy and promoting a robust recovery. Many of our 
programs rely on emergency lending powers that require the support of the Treasury Department and are available 
only in very unusual circumstances, such as those we find ourselves in today. These programs serve as a backstop 
to key credit markets and have helped to restore the flow of credit from private lenders through normal channels. 
We have deployed these lending powers to an unprecedented extent, enabled in large part by financial backing 
and support from Congress and the Treasury. Although funds from the CARES Act will not be available to support 
new loans or new purchases of assets after December 31, the Treasury could authorize support for emerging 
lending facilities, if needed, through the Exchange Stabilization Fund. When the time comes, after the crisis has 
passed, we will put these emergency tools back in the box.  
 
As I have emphasized before, these are lending powers, not spending powers. The Fed cannot grant money to 
particular beneficiaries. We can only create programs or facilities with broad-based eligibility to make loans to 
solvent entities with the expectation that the loans will be repaid. Many borrowers are benefiting from these 
programs, as is the overall economy. But for many others, getting a loan that may be difficult to repay may not be 
the answer. In these cases, direct fiscal support may be needed. Elected officials have the power to tax and spend 
and to make decisions about where we, as a society, should direct our collective resources. The fiscal policy 
actions that have been taken thus far have made a critical difference to families, businesses, and communities 
across the country. Even so, the current economic downturn is the most severe of our lifetimes. It will take a while 
to get back to the levels of economic activity and employment that prevailed at the beginning of this year, and it 
may take continued support from both monetary and fiscal policy to achieve that.  
 
To conclude, we understand that our actions affect communities, families, 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 to help assure that the recovery from this difficult period will be as robust as possible. 
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Thank you, I look forward to your questions.  
 

 

Q&A Begins 
 
Q: I wonder if I could start with the SEP. Unemployment is at 6.7% at the end of the year then falls to under 5%. 
Inflation is at 2%. Would that constitute substantial further progress towards the committee’s maximum employment 
and price stability goals?  
A: We are not going to be identifying specific associating that test with specific numbers at this point. So, really, the 
question is what do we mean by that language? Really, the overarching message, Richs is our guidance for 
interest rates and asset purchases will keep monetary policy accommodated until maximum credit and price 
stability goals are achieved. That is a powerful message. So substantial further progress means what it says. It 
means we will be looking for employment to be closer to assessments of maximum level and inflation to be 
substantially closer to our 2% goal before we make adjustments to purchases. I would also point out by increasing 
our asset holdings we see ourselves as adding policy accommodation. There will come a time when the economy 
will not need increasing 
 
 
Q: You mentioned the next couple months are going to be very challenging regarding asset purchases. Why not 
increase the duration of the asset purchases at this time given what you see is a challenging period ahead?  
A: We provided this guidance about the path of asset purchases and I just went through what the guidance that we 
put forward. And you know, so I guess since September we have now adopted a flexible average inflation targeting 
framework. We provided rate guidance that is tightly linked to the goals expressed in the new framework. Now we 
have done the same for asset purchases. So, you know, we have been sort of as the future has become clearer 
and as we absorbed more developments in medical sphere and also in the economy. We have begun to see he 
further. We started to be able to provide further important guidance. We think the asset purchase guidance is very 
important. We think that the prior language in coming months was temporary. That links those purchases to actual 
substantial further progress towards our mandated goals. We think that is important and we think it was important 
to have done. I would add, we also continue to think our current policy stance is appropriate. We think it's providing 
a great deal of support for the economy. Financial conditions are highly accommodative. We monitor a range of 
financial indexes. There are many of them. They will all pretty much tell you that. You can also look at the interest 
sensitive parts of the economy. For example, housing, durable sales, vehicle sales. Those parts of the economy 
are performing well. The parts of the that are woke involve service sectors that involve close contact. They are not 
being felled back by financial conditions, but by the virus. We recognize that circumstances could shift that warrants 
our doing that including by adjusting purchases. We are committed to using our full range of tools to support the US 
economy to achieve our goals. We will continue to use our tools to support the economy for as long as it takes until 
the job is well and truly done. No one should doubt that. 
 
 
Q: Does your guidance today on asset purchases foreclose the possibility that you could at some point lengthen 
maturities while at the same time tapering the monthly purchasing?  
A: On the first part of the question I wouldn't want to talk about hypothetical situations. We look at our overall 
stance on policy and financial conditions. We look at what is going on in different parts of the economy and ask 
ourselves should we change our policy stance? We do that every meeting. We feel they are appropriate for now. 
Any time we feel like the economy use stronger accommodation; we would be prepared to provide it. But right now, 
we are providing a great deal. We happen to think it's the right amount. I think you are referring to the idea of 
maintaining the duration, but reducing the quantity, which is sort of what the bank of Canada did. That is something 
we talked about in the last meeting and was addressed in the minutes. I would say the reviews on that were mixed. 
Some thought it was a great idea, some didn't. I wouldn't say that is high on our list of possibilities. 
 
 
Q: You said you accept treasury secretary interpretation of the cares act and what would happen with those 
programs. First of all, I'm curious under new treasury secretary you will accept whatever legal interpretation they 
put forward for those programs. Also, given there isn't a statutory requirement for to you have financial backing 
from treasury for 13-3 facilities, do you have any plans for future facilities that don't require treasury backing?  
A: And I really have nothing to add on that. Your second question is -- sorry -- no, we would have the ability -- 
certainly we would have the ability to do facilities under 13-3 with no backing. We can't do any 13-3 facilities without 
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the approval of the secretary. One of our facilities this time didn't have any treasury backing. I think some of them in 
the round during global financial crisis didn't have any. 
 
 
Q: Do you have any plans like would you consider doing more facilities if that became available without treasury 
backing?  
A: We have the authorities we have. We will use them if they are needed and if the law permits us to do so. We 
would always do that. We do not have any plans for the future about this. We are focused on getting through year-
end. We have been focused on the issues that are right in front of us. Honestly, we are not planning on anything or 
having any discussions about what we might do down the road.  
 
Q: There is a talk of a $900 billion fiscal stimulus program in Congress. Is that sufficient? Is that what you are 
looking for? Do you think that will be sufficient for helping the economy? Talked about how concerning the recent 
surge is. Can you put detail on that? How many concerns do you have in how could employment go? What could 
happen and where could GDP go? 
A: On fiscal policy I would say a couple things. The case for fiscal policy right now is very strong. I think that is 
widely understood I would say now. The details of it are entirely up to Congress. With the expiration of 
unemployment benefits, some of the unemployment benefits, the expiration of eviction moratoriums with the virus 
spreading the way it is, there is a need for households and businesses to have fiscal support. I think that is widely 
understood. So, I think it would be -- I certainly would welcome the work that Congress is doing right now. It's not 
up to us to judge that work. It's theirs. I don't have a view on the size of it. It's obviously a substantial bill. On the 
surge -- you know, it's a really interesting question. We have, and others, too, have consistently expected there to 
be more economic -- that growth in cases would hold back the economy more than it actually has. So, we have 
overestimated the effects on the economy of these spikes we have been having. Now this spike is so much larger 
that I think, and I think forecasters generally do think that this will have an effect on suppressing activity, particularly 
activity that involves people getting together in bars and restaurants and airplanes and hotels. You are starting to 
see that. The high frequency data you are now beginning to see that show up. The case numbers are so high and 
so widespread across the country that seems like it must happen. How big with I will it be? We don't know. There 
are a lot of estimates. The general expectation is you are seeing some slowing down and you'll see the first quarter 
could well -- the coming months will be challenging. The first quarter will show significant effects from this. At the 
same time people are getting vaccinated now. By the end of the first quarter, end of second quarter you are going 
to see significant numbers of people vaccinated. So then how will that play into economic activity? We don't have 
any experience with this. You have to think that sometime in the middle of next year you will see people feeling 
comfortable going out and engaging in a broader range of activities. Some people will be probably quick to do that. 
Some are doing it now without a vaccine in many parts of the country. None the less, my expectation and many 
people have the expectation that the second half of next year the economy should perform strongly. We should be 
getting people back to work. Businesses should be reopening and that kind of thing. This issue is the next getting 
through the next four, five, six months. That is key. Clearly, there is going to be need for help there and my sense 
and hope is we will be getting that.  
 
 
Q: I was wondering if you could talk a little about house prices. They were mentioned in the most recent minutes 
about evaluation concern with security backed purchases. You mentioned today the housing market looks more or 
less fully healed. Are you worried about valuation pressures there and if so, what can the fed do to contain those? 
A: We monitor just about every asset price in the economy and housing prices are something we have been 
monitoring. You see them moving up. You see very high demand. This is the housing market that people have 
been expecting since 2010. Not many when the pandemic hit thought it would probably produce this housing 
market. Housing prices are not of a level of concern right now. That is just are reflective of a lot of demand. And 
you know, builders are going to bring forth supply. Some of this may be pent up demand for when the economy 
was closed. Once that demand is met the real level of demand will be more manageable. So, it's a healthy 
economy now. We met recently with a bunch of home builders and many of them in the business 30, 40 years said 
they never seen the likes of it. Housing prices themselves are not a financial stability concern at the moment. We 
will watch that carefully, but in the near term I wouldn't think that is an issue that we would be concerned about. 
 
 
Q: So, with the actions that you currently have taken, how do you further fight a slowdown that you are seeing? You 
talk about the retail sales numbers are a little slugged this month. The job growth has slowed down. Is there more 
the fed can do to fight this or is it squarely in the Congresses realm?  
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A: There is more we can do. We can expand our asset purchase programs. There are a number of options to 
support more to the economy. So I would say, though, in the near term the help that people need isn't just from low 
interest rates that stimulates demand over time and works with long and variable. We have talked about this as all 
of these government policies trying to work together to create a bridge across this chasm, economic chasm that 
was created by the pandemic. For many Americans that bridge is there, and they are across it. There is a group 
that don't have a bridge yet. That is who we are talk willing about. It's the ten million people who lost their jobs and 
people who may lose their homes. You see many of millions of Americans are waiting in food lines in their cars 
these days all over the country. We know there is need out there. We know there are small businesses all over the 
country that been basically unable to really function, and they are just hanging on. They are critical to our economy. 
And by the way, now that we can kind of see the light at the end of the tunnel, it would be bad to see people losing 
their business, their life's work in many cases or even generations worth of work because they couldn't last another 
few months, which is what it amounts to. We have more we can do. More the issue is we are going to need to 
support this economy for quite a period of time. The economy will be growing in expectation should be growing at a 
fairly healthy clip by the second half of next year. But it's going to be a while before we are really back to the levels 
of labor market -- the conditions in the labor market that we had in early this year and for much of the last couple of 
years. That is how I think about it. 
 
 
Q: Two quick questions. On the vaccine, do you have or has the fed modeled sort of a working estimate of when 
the US might reach something approaching herd immunity? And secondly, if you could, please, connect with me 
the lack of movement on -- decision to maintain the current pace and quantities of bond purchases with the fact that 
the steps are showing three years for inflation not reaching 2%. Some may argue you need to do more to start 
fixing those expectations and to let this drift and say we are going to miss our target for another three years doesn't 
show a firm commitment to the new framework. 
A: As far as vaccine, we do estimates when people meet herd immunity. It's based an assumption based on 
assumption. It's possible sometime in the middle or second half of next year. I'm not going to be precise because 
it's another estimate. People are good, but they are looking at the same data as other people are. All the estimates 
depend on what your assumptions are. In terms of inflation, a couple things. Your second question. You have to be 
honest with yourself about inflation these days. There are significant disinflationary pressures around the world and 
there have been for a while. They persist today. It's not going to be easy to have inflation move up. It's going to 
take some time. It looks a long time to get inflation back to 2% in the last crisis. You know, we are honest with 
ourselves and with you in the SEP that we are providing low rates and high levels of asset purchases it will take 
time. Those are the under lying inflation dynamics are in the economy. One reason we are concerned about 
inflation a we see that and that is why we have adopted the flexibility inflation targeting flame work. That is why we 
are aiming for overshoot and we are honest with ourselves and public that it will take time to get there. In terms of 
what it speeds it up a lot to move asset purchases? I don't think that -- I think it's going to take a long time however 
you do it. And you know, we have been having very long expansion in the last several decades because inflation -- 
the old model was inflation would come along and the fed would tighten, and we would have a recession. Now it's 
been three of the four longest expansion in recorded history. So you know, we are thinking this could be another 
long expansion and that we will -- what we are saying is we are going to keep policy highly accommodated until the 
expansion is well down the tracks and we are not going to preemptively raise rates until we see inflation reaching 
2% and being on track to reaching 2%. That is a strong commitment. We think that is the right place to be. Markets 
have found this credible. If you look at inflation compensation and survey measures of when the fed will lift off, 
there have been significant movement since we announced the framework in the direction that is consistent with 
the framework being credible to market participants. I don't think it's something -- I'm actually pleased by the 
reaccepts it has gotten in markets and markets have moved in ways that suggested growth. 
 
 
Q: Re Fed joining global Green network (NGFS). 
A: Fed's moving carefully and thoughtfully with great transparency on climate change... It's relevant to our existing 
mandates under law. Expect that financial institutions will be resilient against risks including climate risk. 
Important we discuss best practices with agencies around the world. Have been reluctant to move into the area of 
credit allocation in this area, our place is to focus on supervision and financial conditions. 
 
 
Q: On state + Local aid, can you give detail on the damage lack of it will have on the economy? Esp w muni facility 
set to expire? 
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A: State and local gov'ts provide critical services. Decision to provide fiscal support to them is entirely in the hands 
of Congress. The picture is mixed: states that have exposure to tourism/energy, it's negative; other 
states have done well. Concerns that we had at the very beginning of massive shortfalls and cutbacks have not yet 
occurred. It's different state-to-state. The real concern is that they're very large employers and employment there 
has dropped 1.3mn, significantly more than lost their jobs in GFC. Significant part of that is in education, so when 
schools reopen many will go back. But it's still a concern, we're monitoring it carefully. It's a mixed picture, but up to 
Congress on fiscal aspect. 
 
 
Q: Why with the short-term outlook deteriorating not the moment for a big new easing step? Is it because of the 
medium term outlook improving, or lack of Fed capacity to build that 'bridge'? 
A: This is a very very large asset purchase program, providing large amount of support to the economy. Interest 
rate-sensitive sectors doing well. We have the ability to buy more bonds or longer-term bonds and we may use 
that, not saying we won't, it may come to using it. But mon pol works with long and variable lags. Looks like a time 
when what's needed is fiscal policy, so a positive thing we're getting that. We remain open either to increasing size 
of purchases or moving to longer maturities to take duration out of the market. But we think our current stance is 
appropriate, and our guidance today will provide support. We don't think the economy is suffering from a lack of 
accommodative financial conditions, it's suffering from a pandemic. Nonetheless we are prepared to use are tools 
inasmuch as it would help. 
 
 
Q: We could see pent-up demand for services but limited supply, how might that impact inflation in your mind? 

A: That has all the markings of a transient increase in the price level. But a single price level increase has not 
translated into prolonged increases. [Draws comparison with the inflation dynamics of the 70s]. * Inflation is a 'faint 
heartbeat' of what it was years ago. Would expect this to be a one-off, not a persistent increase. 
 
 
Q: Does Fed need to be a permanent presence in Tsy market given large Federal deficits/debt? 
A: Not a foregone conclusion there needs to be a permanent Fed presence in Tsy purchases, right now we're doing 
it because the economy needs highly accommodative monetary policy. Don't presume that this is something that 
the Fed needs to be in there, private sector needs to be in there. Lots of demand for US Treasuries. 
 
 
Q: With expiry of 13-3s, what else can Fed do for companies? 

A: Best thing for companies is a robust economy, we are providing accommodation. Health authorities contribute. 
Congress contributes by helping them get through, and I understand there is help for small biz in what's being 
discussed on Capitol Hill. 
 
 
Q: Had any discussions w incoming Biden officials (ie Yellen)? How might policy differ vs previous admin? 

A: Have met w Treasury transition team, mainly for them to learn what we do. I've only spoken to Yellen to 
congratulate her and say I look forward to working w her. But haven't discussed policy with her, won't do until she is 
confirmed. 
 
 
Q: Are you getting concerned about asset valuations? 

A: Re financial stability, asset prices are one thing we look at, it's a mixed bag there (for equities, looking at P/Es vs 
risk premia etc). Admittedly P/Es are high but maybe not as relevant given historically low 10-Yr Tsy. We look at 
leverage of financial institutions, and they have been a source of strength. Nonfin corporate leverage is high but 
interest rates are low so companies can handle debt loads. Households came into this very strong, and there's 
been a hit to the unemployed, but the CARES act replaced some income. Very important the economy becomes 
strong again. Last thing is, funding markets. Broad fin stability picture is mixed but not a lot of red flags. 
 
 
Q: At what point is the deficit/debt too big, and when will we get there? 

A: Elected officials make those difficult decisions, not us. As a general rule, important to be on a sustainable fiscal 
path, and the time to focus on that is when the economy is strong, unemp low, tax money coming in etc. * The fact 
that Congress is debating a fairly large bill suggests something substantial will get done. Debt-to-GDP is high but 
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by other measures not that high (eg real interest rate payments). In the near term, the case for fiscal is strong, and 
would be very good for the economy if we got something soon. 
 
 
Q: Is the Fed worried about political pressure to keep rates low because the country can't afford a high interest bill? 
A: That's what people call fiscal dominance. We're a very long way away from that. If we do our jobs well and 
support the economy etc, I don't think that's something to worry about in the near term. 
 
 

 

Q&A concludes. 
 


