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Clearly, sustained low inflation implies less uncertainty about the future, and lower risk
premiums imply higher prices of stocks and other earning assets. We can see that in the
inverse relationship exhibited by price/earnings ratios and the rate of inflation in the
past. But how do we know when irrational exuberance has unduly escalated asset
values, which then become subject to unexpected and prolonged contractions as they
have in Japan over the past decade? And how do we factor that assessment into
monetary policy? We as central bankers need not be concerned if a collapsing financial
asset bubble does not threaten to impair the real economy, its production, jobs, and price
stability. Indeed, the sharp stock market break of 1987 had few negative consequences
for the economy. But we should not underestimate or become complacent about the
complexity of the interactions of asset markets and the economy. Thus, evaluating shifts
in balance sheets generally, and in asset prices particularly, must be an integral part of
the development of monetary policy. (Hifh : KEFHEFH F2 (FRB) A—A~—
http://www.federalreserve.gov/boarddocs/speeches/1996/19961205.htm)
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There is little doubt that, with the breakup of the Soviet Union and the integration of
China and India into the global trading market, more of the world's productive capacity
is being tapped to satisfy global demands for goods and services. Concurrently, greater
integration of financial markets has meant that a larger share of the world's pool of
savings is being deployed in cross-border financing of investment. The favorable
inflation performance across a broad range of countries resulting from enlarged global
goods, services and financial capacity has doubtless contributed to expectations of lower
inflation in the years ahead and lower inflation risk premiums. But none of this is new
and hence it is difficult to attribute the long-term interest rate declines of the last nine
months to glacially increasing globalization. For the moment, the broadly unanticipated
behavior of world bond markets remains a conundrum. Bond price movements may be a
short-term aberration, but it will be some time before we are able to better judge the
forces underlying recent experience. (H#f : HKHEH HE(HILE S (FRB) FA—LAX—Y
http://www.federalreserve.gov/boarddocs/hh/2005/february/testimony.htm)
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"If we see continued improvement and we have confidence that that's going to be
sustained then we could in the next few meetings ... take a step down in our pace of
purchases. If we do that it would not mean that we are automatically aiming towards a
complete wind down. Rather we would be looking beyond that to see how the economy
evolves and we could either raise or lower our pace of purchases going forward."

(Hi#f : "Bernanke's Q&A testimony to congressional panel" Bloomberg



http://www.reuters.com/article/2013/05/22/us-usa-fed-bernanke-highlights-idUSBRE94
L00720130522)
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Information received since the Federal Open Market Committee met in September
suggests that economic activity is expanding at a moderate pace. Labor market
conditions improved somewhat further, with solid job gains and a lower unemployment
rate. On balance, a range of labor market indicators suggests that underutilization of
labor resources is gradually diminishing. Household spending is rising moderately and
business fixed investment is advancing, while the recovery in the housing sector
remains slow. Inflation has continued to run below the Committee's longer-run objective.
(6) Market-based measures of inflation compensation have declined somewhat;

survey-based measures of longer-term inflation expectations have remained stable.
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Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expects that, with appropriate policy
accommodation, economic activity will expand at a moderate pace, with labor market
indicators and inflation moving toward levels the Committee judges consistent with its
dual mandate. The Committee sees the risks to the outlook for economic activity and
the labor market as nearly balanced. Although inflation in the near term will likely be
held down by lower energy prices and other factors, the Committee judges that the

likelihood of inflation running persistently below percent has diminished somewhat



since early this year.
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The Committee judges that there has been a substantial improvement in the outlook for
the labor market since the inception of its current asset purchase program. Moreover,
the Committee continues to see sufficient underlying strength in the broader economy
to support ongoing progress toward maximum employment in a context of price stability.
Accordingly, the Committee decided to conclude its asset purchase program this month.
The Committee is maintaining its existing policy of reinvesting principal payments
from its holdings of agency debt and agency mortgage-backed securities in agency
mortgage-backed securities and of rolling over maturing Treasury securities at auction.
This policy, by keeping the Committee's holdings of longer-term securities at sizable

levels, should help maintain accommodative financial conditions.
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To support continued progress toward maximum employment and price stability, the
Committee today reaffirmed its view that the current to 1/percent target range for the
federal funds rate remains appropriate. In determining how long to maintain this target
range, the Committee will assess progress--both realized and expected--toward its

objectives of maximum employment and percent inflation. This assessment will take



into account a wide range of information, including measures of labor market conditions,
indicators of inflation pressures and inflation expectations, and readings on financial
developments. The Committee anticipates, based on its current assessment, that it
likely will be appropriate to maintain the to 1 percent target range for the federal funds
rate for a considerable time following the end of its asset purchase program this month,
especially if projected inflation continues to run below the Committee's percent
longer-run goal, and provided that longer-term inflation expectations remain well
anchored. However, if incoming information indicates faster progress toward the
Committee's employment and inflation objectives than the Committee now expects,
then increases in the target range for the federal funds rate are likely to occur sooner
than currently anticipated. Conversely, if progress proves slower than expected, then

increases in the target range are likely to occur later than currently anticipated.
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When the Committee decides to begin to remove policy accommodation, it will take a
balanced approach consistent with its longer-run goals of maximum employment and
inflation of percent. The Committee currently anticipates that, even after employment
and inflation are near mandate-consistent levels, economic conditions may, for some
time, warrant keeping the target federal funds rate below levels the Committee views

as normal in the longer run.
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Voting for the FOMC monetary policy action were: Janet L. Yellen, Chair; William C.
Dudley, Vice Chairman; Lael Brainard; Stanley Fischer; Richard W. Fisher; Loretta dJ.
Mester; Charles 1. Plosser; Jerome H. Powell; and Daniel K. Tarullo. Voting against the
action was Narayana Kocherlakota, who believed that, in light of continued
sluggishness in the inflation outlook and the recent slide in market-based measures of
longer-term inflation expectations, the Committee should commit to keeping the
current target range for the federal funds rate at least until the one-to-two-year ahead
inflation outlook has returned to percent and should continue the asset purchase

program at its current level.
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Information received since the Federal Open Market Committee met in April suggests
that economic activity has been expanding moderately after having changed little
during the first quarter. The pace of job gains picked up while the unemployment rate
remained steady. On balance, a range of labor market indicators suggests that
underutilization of labor resources diminished somewhat. Growth in household
spending has been moderate and the housing sector has shown some improvement;
however, business fixed investment and net exports stayed soft. Inflation continued to

run below the Committee's longer-run objective, partly reflecting earlier declines in



energy prices and decreasing prices of non-energy imports; energy prices appear to have
stabilized. Market-based measures of inflation compensation remain low; survey-based

measures of longer-term inflation expectations have remained stable.
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Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expects that, with appropriate policy
accommodation, economic activity will expand at a moderate pace, with labor market
indicators continuing to move toward levels the Committee judges consistent with its
dual mandate. The Committee continues to see the risks to the outlook for economic
activity and the labor market as nearly balanced. Inflation is anticipated to remain near
its recent low level in the near term, but the Committee expects inflation to rise
gradually toward 2 percent over the medium term as the labor market improves further
and the transitory effects of earlier declines in energy and import prices dissipate. The

Committee continues to monitor inflation developments closely.
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To support continued progress toward maximum employment and price stability, the



Committee today reaffirmed its view that the current O to 1/4 percent target range for
the federal funds rate remains appropriate. In determining how long to maintain this
target range, the Committee will assess progress--both realized and expected--toward
its objectives of maximum employment and 2 percent inflation. This assessment will
take into account a wide range of information, including measures of labor market
conditions, indicators of inflation pressures and inflation expectations, and readings on
financial and international developments. The Committee anticipates that it will be
appropriate to raise the target range for the federal funds rate when it has seen further
improvement in the labor market and is reasonably confident that inflation will move

back to its 2 percent objective over the medium term.
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The Committee is maintaining its existing policy of reinvesting principal payments
from its holdings of agency debt and agency mortgage-backed securities in agency
mortgage-backed securities and of rolling over maturing Treasury securities at auction.
This policy, by keeping the Committee's holdings of longer-term securities at sizable

levels, should help maintain accommodative financial conditions.
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When the Committee decides to begin to remove policy accommodation, it will take a
balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent. The Committee currently anticipates that, even after employment

and inflation are near mandate-consistent levels, economic conditions may, for some



time, warrant keeping the target federal funds rate below levels the Committee views

as normal in the longer run.
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Voting for the FOMC monetary policy action were: Janet L. Yellen, Chair; William C.
Dudley, Vice Chairman; Lael Brainard; Charles L. Evans; Stanley Fischer; Jeffrey M.
Lacker; Dennis P. Lockhart; Jerome H. Powell; Daniel K. Tarullo; and John C. Williams.
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