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In addition to refining our forward guidance, the Federal Reserve has a range of tools that
could be used to provide additional monetary stimulus. We discussed the relative merits and
costs of such tools at our August meeting. We will continue to consider those and other
pertinent issues, including of course economic and financial developments, at our meeting in
September, which has been scheduled for two days (the 20th and the 21st) instead of one to
allow a fuller discussion. The Committee will continue to assess the economic outlook in light
of incoming information and is prepared to employ its tools as appropriate to promote a
Stronger economic recovery in a context of price stability.
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The Federal Reserve will certainly do all that it can to help restore high rates of
growth and employment in a context of price stability 9 _FOMC
1 “With commodity prices and other import prices moderating and with longer-term inflation expectations

remaining stable, we expect inflation to settle, over coming quarters, at levels at or below the rate of 2 percent, or a bit less,
that most Committee participants view as being consistent with our dual mandate” FOMC
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That is, in what the Committee judges to be the most likely scenarios for resource utilization
and inflation in the medium term, the target for the federal funds rate would be held at its
current low levels for at least two more years.

Unfortunately, the recession, besides being extraordinarily severe as well as global in scope,
was also unusual in being associated with both a very deep slump in the housing market and
a historic financial crisis. These two features of the downturn, individually and in
combination, have acted to slow the natural recovery process.

As I will discuss, although important problems certainly exist, the growth fundamentals of
the United States do not appear to have been permanently altered by the shocks of the past
four years. It may take some time, but we can reasonably expect to see a return to growth
rates and employment levels consistent with those underlying fundamentals.

Normally, monetary or fiscal policies aimed primarily at promoting a faster pace of economic
recovery in the near term would not be expected to significantly affect the longer-term
performance of the economy. However, current circumstances may be an exception to that
standard view--the exception to which | alluded earlier. Our economy is suffering toaday from
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an extraordinarily high level of long-term unemployment, with nearly half of the unemployed
having been out of work for more than six months. Under these unusual circumstarnces,
policies that promote a stronger recovery in the near term may serve longer-term objectives
as well. In the short term, putting people back to work reduces the hardships inflicted by
difficult economic times and helps ensure that our economy is producing at its full potential
rather than leaving productive resources fallow. In the longer term, minimizing the duration
of unemployment supports a healthy economy by avoiding some of the erosion of skills and
loss of attachment to the labor force that is often associated with long-term unemployment.

Notwithstanding this observation, which adds urgency to the need to achieve a cyclical
recovery in employment,_most of the economic policies that support robust economic growth
in the long run are outside the province of the central bank. We have heard a great deal lately
about federal fiscal policy in the United States, so I will close with some thoughts on that
topic, focusing on the role of fiscal policy in promoting stability and growth.
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Although the issue of fiscal sustainability must urgently be addressed, fiscal policymakers
should not, as a consequence, disregard the fragility of the current economic recovery.
Fortunately, the two goals of achieving fiscal sustainability--which is the result of responsible
policies set in place for the longer term--and avoiding the creation of fiscal headwinds for the
current recovery are not incompatible. Acting now to put in place a credible plan for reducing
future deficits over the longer term, while being attentive to the implications of fiscal choices
for the recovery in the near term, can help serve both objectives.

The negotiations that took place over the summer disrupted financial markets and probably
the economy as well, and similar events in the future could, over time, seriously jeopardize
the willingness of investors around the world to hold U.S. financial assets or to make direct
investments in job-creating U.S. businesses.




