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economic_developments indicate that an adjustment in_the stance of monetar olicy would be
appropriate

. the possibility remains that the recent economic weakness may prove more
persistent than expected and that deflationary risks might reemerge, implying a need for additional
policy support. FF
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1 Chairman Ben S. Bernanke Semiannual Monetary Policy Report to the Congress Before the Committee on Financial
Services, U.S. House of Representatives, Washington, D.C. July 13, 2011



http://www.federalreserve.gov/newsevents/testimony/bernanke20110713a.htm
http://www.federalreserve.gov/newsevents/testimony/bernanke20110713a.htm

Economic Monitor /TR

025 IOER 2

e 7 12
6 FOMC
172 312
We're not
prepared at this point to take further action
6 FOMC
3
FOMC
AND
VVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVV L
2%
1 3 1.9%
4 6
7 9 2% 3 .
2% QE2
PG CPI
1% 08 09 10 11
VVVVVVVVVVVVVVVVVVVVVVVVVVVVVV 5 vvvvvWvvvvVvvvvvvWvvvvvvvvWvvvvvvvvWvvvvvvvvWWWWWWWW:WWW CEIC Data
““““““““““““““““““““““““““““““““““““““““““““““““““““““““““““““““““““ CPI
5
6
4
7 9 .|
7 5
9 1
0
-1
-2
CEIC Data
2 Fed

3 “[1]f economic growth remained too slow to make satisfactory progress toward reducing the unemployment rate and if
inflation returned to relatively low levels after the effects of recent transitory shocks dissipated” Minutes of the FOMC June
21-22, 2011
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http://www.federalreserve.gov/newsevents/press/monetary/20110712a.htm
http://www.federalreserve.gov/newsevents/press/monetary/20110712a.htm
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To begin the process of policy normalization, the Committee will likely first cease reinvesting some or all payments of
principal on the securities holdings in the SOMA.
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At the same time or sometime thereafter, the Committee will modify its forward guidance on the path of the federal
funds rate and will initiate temporary reserve-draining operations aimed at supporting the implementation of
increases in the federal funds rate when appropriate.
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When economic conditions warrant, the Committee's next step in the process of policy normalization will be to begin
raising its target for the federal funds rate, and from that point on, changing the level or range of the federal funds
rate target will be the primary means of adjusting the stance of monetary policy. During the normalization process,
adjustments to the interest rate on excess reserves and to the level of reserves in the banking system will be used to
bring the funds rate toward its target.
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Sales of agency securities from the SOMA will likely commence sometime after the first increase in the target for the
federal funds rate. The timing and pace of sales will be communicated to the public in advance; that pace is
anticipated to be relatively gradual and steady, but it could be adjusted up or down in response to material changes
in the economic outlook or financial conditions.Once sales begin, the pace of sales is expected to be aimed at
eliminating the SOMA's holdings of agency securities over a period of three to five years, thereby minimizing the
extent to which the SOMA portfolio might affect the allocation of credit across sectors of the economy. Sales at this
pace would be expected to normalize the size of the SOMA securities portfolio over a period of two to three years. In
particular, the size of the securities portfolio and the associated quantity of bank reserves are expected to be reduced
to the smallest levels that would be consistent with the efficient implementation of monetary policy.




