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BEN BERNANKE:

“WHEN | WAS AT THE FEDERAL RESERVE, | OCCASIONALLY

osserven Har MMIONETARY POLICY IS
98 PERCENT TALK svwony TWO
PERCENT ACTION. 1t sy 1o stae

MARKET EXPECTATIONS OF FUTURE POLICY THROUGH PUBLIC
STATEMENTS IS ONE OF THE MOST POWERFUL TOOLS THE FED HAS.”
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Since I've become a central banker,
I've learned to mumble with great
incoherence. If | seem unduly clear
to you, you must have
misunderstood what | said.

— fllan Greenspan —

AZ QUOTES

NEW YORK TIMES BESTSELLER

SMAY EE THE MOST IMPORTANT POLITICAL BOOK OF THE DECADE”
« AT

SECRETS

OF THE

THIBLE

[OW THE H‘Il)l‘]l(.\l, RESERVE
RUNS THE COUNTRY
WILLIAM GREIDER

Author of Whe Will Tell The People



A SHORT HISTORY OF CENTRAL BANK
“COMMUNICATION”

Most central banks were not “independent” until the 1980s

1994: Fed started announcing its decision to change Fed fund rate target and publishing

statements for each change
1999: the FOMC issued a statement after every meeting
2002: voting results were revealed

2003: the statements contained explicit information, or forward guidance, on the likely

course of inflation.

2007, the FOMC has published individual projections for its members’ growth,

unemployment, inflation and interest rates four times per year.

2011: a press conference was held for the first time following an FOMC meeting; this

now also takes place four times each year.



WHY CENTRAL BANKS COMMUNICATE?

Keynesian Phillips curve
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Chart 1: FOMC dove-hawk spectrum

Powell Governors
Brainard Quarles
Dovish < P Hawkish
Williams
N Barkin
2018 Voters Bostic Mester George'™
Regional Fed
2019 Voters Bullard Evans Rosengren George Presidents
2020 Voters Kashkari  Harker Kaplan Mester

Note(s): NY Fed President (Williams) is always a voter. Esther George will be a voting member on the committee until the FRBSF hires a new president.

The Senate Finance Committee voted in favor of the nomination of Richard (arida, Michelle Bowman and Marvin Goodfriend but their nominations have not been put up for vote in the full Senate. If confirmed,
Goodfriend likely adds another hawkish voice to the FOMC while Clarida and Bowman will likely lean centrist.

Source: BofA Merrill Lynch Global Research



Chart 2: Dot plot (June 2018)
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Mote: The names assocated with the dots are our best judgement based on public remarks by FOMC partiapants and there Is a high degree of uncertainty. Source: Federal Reserve, BofA Merrill Lyndn Global Research




FORWARD GUIDANCE: DELPHIC vs ODYSSEAN?

Odysseus and the Sirens, an 1891 painting

King Aegeus consults the Pythia, who is seated. Attic red- by John William Waterhouse

figure kylix, 440—430 BC



THE EVOLUTION OF THE FED’S FORWARD GUIDANCE

December 2008: The Committee anticipates that weak economic conditions are likely to warrant
exceptionally low levels of the federal funds rate for some time.”

March 2009: “an extended period” replaced “some time”.

August 201 1: until “at least . . . mid-2013.”
January 2012: to “late 2014”

December 201 2: this exceptionally low range for the federal funds rate will be appropriate at least as long
as the unemployment rate remains above é-1/2 percent, inflation between one and two years ahead is

projected to be no more than a half percentage point above the Committee’s 2 percent longer-run goal, and

longer-term inflation expectations continue to be well anchored

June 2014: it likely will be appropriate to maintain the current target range for the federal funds rate for a
considerable time after the asset purchase program ends, especially if projected inflation continues to run

below the Committee's 2 percent longer-run goal, and provided that longer-term inflation expectations
remain well anchored.

June 2018: The Committee expects that further gradual increases in the target range for the federal funds

rate will be consistent with ...



| know you understand what you thought |
said, but I’'m not sure if you realize that
what you heard is not what | meant.

--Ader-Greenspen
Robert McCloskey



