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 Unconventional monetary policies:  origins, structure and 
domestic effects 

 International effects and the recent capital flow cycle 

 Challenges for EMEs from Fed policy adjustment, and from 
divergent cyclical positions and policy stances across major 
global economies 

 Fed’s evolving efforts to strengthen our communications 
framework and the safety and soundness of the U.S. 
financial system 
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Unconventional tools for unconventional times 

 

 Central banks adopted unconventional policies to provide 
additional stimulus and mitigate downside risks, given 
incomplete economic recoveries, and the ZLB constraint on 
conventional policy 

 The Fed’s unconventional policies have consisted of large 
scale asset purchases (LSAPs) and forward guidance 

- LSAPs help lower long-term interest rates via the portfolio 
balance channel, and signal the Fed’s intentions 

- Forward guidance helps assure markets that monetary 
conditions are likely to remain accommodative over an 
extended horizon 

- Forward guidance has evolved over time 

 Calibration of Fed policy has involved balancing benefits and 
potential risks of additional accommodation 
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Evidence on unconventional policy impacts 

 

 Research has generally found that the LSAP programs have 
significantly lowered long-term Treasury yields 

- Studies of the first LSAP program find a reduction in 10-year 
Treasury yields of 40 to 100 bps 

- Studies of the LSAP programs through late 2012, including the 
MEP, find a cumulative reduction of 80 to 120 bps 

 

 Survey evidence confirms that guidance has been effective 
in anchoring policy expectations 

 A study based on the Board’s FRB/US model finds that the 
first two rounds of LSAPs may have raised the level of GDP 
by 3 percent and employment by 2 million jobs 

- Key difficulty:  We do not observe the counterfactual 
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Sources: Blue Chip Financial Forecasts, Swanson and Williams (2013).  Figures show, 

at each monthly survey date, the number of quarters until an expected Fed Funds 

hike.  The most distant period in each survey is generally seven quarters ahead, 

although it is sometimes closer to six. 
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U.S. performance:  steady growth and employment gains 
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U.S. performance: anchored inflation, rising asset prices    
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UMP period sees high but lower than record inflows 
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Portfolio and debt flows have been strong 

Percent of Total

end-07 end-10 latest

Malaysia 19 29 43

Hungary 30 25 40

Mexico 11 20 36

Poland 20 25 33

Indonesia 16 31 32

Turkey 15 14 26

Brazil 5 11 17

Thailand 1 7 16

Korea 11 15 14

Source: CEIC, EMED, Haver, national authorities

Foreign Ownership of Local 

Government Securities
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EME yields and Fed communication 
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Three stages in recent EME market volatility 
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Additional factors contributing to market uncertainty 
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Additional factors contributing to market uncertainty 

Concerns about longer term EME growth prospects 
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Additional factors contributing to market uncertainty 

Disparate—and perhaps diverging—cyclical positions and 

policy stances in the advanced economies 
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Stronger EME fundamentals a bulwark against stress 

 

 EMEs generally are better equipped than in past cycles to 
navigate through potential renewed market stress.  
Fundamental improvements include: 

- Fewer fixed-but-adjustable exchange rates 

- Clearer and more coherent monetary policy frameworks 

- Thicker foreign exchange liquidity cushions 

- Improved debt service ratios and generally moderate external 
debt levels 

- Generally improved fiscal discipline 

- Better capitalized banking systems, supported by stronger 
supervisory and regulatory frameworks 

 Progress is uneven, and important vulnerabilities remain: 

- Rapid recent growth in bank credit and in corporate debt 
(domestic and external) are concerns 
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Working for a smooth exit from policy accommodation 

 

 Events last spring and summer provide a reminder of the 
large impact Fed policy can have on EME markets 

 This is not new.  Fed policy changes in past cycles—
especially moves to tighten—have come with challenges for 
EMEs 
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Working for a smooth exit from policy accommodation 

 

 Global spillovers from Fed policies have led to calls for 
closer, or even explicit, policy coordination 

- The Fed has good reason to take account of the international 
effects of its policies.  Negative international spillovers can 
harm our own prosperity. 
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Working for a smooth exit from policy accommodation 

 

 Our mandate, like that of other central banks, is domestic 

 

 The clearest contribution central banks can make to global 
growth and stability comes by promoting growth and stability 
at home 

 The Fed’s recent efforts in this direction have focused on 
improving our communications framework, and on 
strengthening the safety and soundness of our financial 
system 
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Federal Reserve’s evolving communication efforts 

 

 Steps Fed has taken to increase transparency 

- Regular press conferences by the Fed Chair following FOMC 
meetings 

- Summary of Economic Projections (SEP),  released quarterly, 
show FOMC participants’ views on the likely path of growth, 
unemployment and inflation 

- SEP also shows FOMC participants’ projections for the path of 
the Federal Funds rate 

- Concerted effort to lay out the guideposts the FOMC will 
consider in assessing progress toward its mandate, via forward 
guidance 

 Fed framework and policies have been evolving, and we 
continue to learn 
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Federal Reserve’s evolving financial stability efforts 

 

 Steps by the Fed and other U.S. authorities to safeguard 
financial stability 

- Strengthened prudential standards for systematically important 
financial institutions in the areas of capital, liquidity and risk 
management 

- Robust stress testing and related disclosure regime for large 
institutions 

- Selected financial utilities and other non-banks designated as 
SIFIs, and subject to enhanced oversight 

- Ongoing efforts to reform wholesale funding markets, and 
enhanced regulation and transparency for OTC derivatives 

- Resolution framework being put in place to address the “too big 
to fail” issue 

- Redoubled efforts with international partners, via the BIS and 
other fora, to bring regulatory and supervisory structures into 
better global alignment 

- Expanded resource commitment to financial stability monitoring 
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