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Discussion of Memo:

Macroeconomic Effects of Alternative 
Monetary Policies in Pandemic-Driven 
Recession Scenarios
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Forward guidance
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Large-scale asset purchases
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Key message and caveats

• To speed up the recovery, accommodative financial conditions must be
maintained for many years.

• Some modeling assumptions may not hold in current circumstances:

- Forceful policies may bring more immediate benefits, say by
cementing expectations around better outcomes or by reducing
perceived tail risks.

- Price and wage setters may be less forward-looking than assumed.

- Longer-term nominal interest rates may be subject to a lower
bound, limiting the potency of LSAPs.
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Discussion of Memo:

Lessons on Yield Caps or Targets from 
International and U.S. Experience
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Objectives

• Objectives of yield caps or targets have varied

• During WWII, Fed capped yields across the curve to keep Treasury
borrowing costs low and stable

• BOJ in 2016 sought to make ongoing stimulus more sustainable
• Concerned about “excessive decline and flattening of yield curve”
• BOJ targeted 10-year yield at zero

• In March, RBA cut cash rate to 0.25% and gave forward guidance
• To support economy, RBA announced 0.25% target for 3-year yield
• “Influences funding rates across much of Australian economy”
• “Consistent with the Board’s expectation that the cash rate will

remain at its current level for some years.”
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Implementation
• Credible cap or target can control government bond yields, pass through

to private rates, and may not require large purchases

• YCT can operate alongside purchases to meet other objectives
• RBA’s target along with purchases to improve market functioning
• BOJ’s target with pre-existing LSAPs (including private assets)
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Design Features and Exit Challenges

• BOJ and RBA allow some variation around yield targets
• Encourages trading in secondary market for government bonds

• Targets tend to be asymmetric in practice
• When rates near top of band, BOJ offered to buy unlimited amounts

at a fixed rate
• BOJ has not sold bonds when yield at bottom of band

• Conditioning YCT exit on economic outcomes may pose challenges
• Progress toward objectives can pressure yields higher, forcing

increased central bank purchases
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Balance Sheet and Independence 
• Managing yields implies balance sheet determined by market demand

and bond issuance

• During WWII, Fed absorbed 75% of Treasury bills by 1945
• Fed caps with significant upward slope
• With volatility held down, investors moved to bonds for higher yield
• Treasury issued across the curve

• After WWII, conflict between monetary policy and debt management
• Fed (prevent rising inflation) vs. Treasury (keep debt costs low)

• 1947 exit from short-term cap shifted investor demand toward short end
Fed bought bonds to maintain long-term cap

• 1951 Accord restored independent monetary policy
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• Easing in Financial Conditions

• Federal Reserve Operations and Facilities

• Monetary Policy Expectations
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• Appendix
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Easing in Financial Conditions
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Financial conditions eased further

0.00
0.20
0.40
0.60
0.80
1.00
1.20
1.40
1.60
1.80
2.00

01/01/20 02/01/20 03/01/20 04/01/20 05/01/20 06/01/20

Percent 2-Year 10-Year

Source: Bloomberg

(4) Treasury Yields

April 
FOMC

3/23 FOMC
Statement

0
50
100
150
200
250
300
350
400
450
500

2000
2200
2400
2600
2800
3000
3200
3400
3600
3800

01/01/20 02/01/20 03/01/20 04/01/20 05/01/20 06/01/20

BpsIndex
S&P 500 (LHS)
Investment Grade Corporate Credit Spread (RHS)

Source: Bloomberg

(2) S&P 500 and IG Credit Spread

3/23 
FOMC 
Statement

April 
FOMC

1160

1180

1200

1220

1240

1260

1280

1300

1320

01/01/20 02/01/20 03/01/20 04/01/20 05/01/20 06/01/20

Index

Source: Bloomberg 

(3) Bloomberg Dollar Index

3/23 FOMC 
Statement

April 
FOMC

Since 
Apr. FOMC

Since S&P 
500 Peak

YTD Current
Level

S&P 500 Index +11.5% -5.7% -1.1% 3194

IG Credit -61 bps +50 bps +53 bps 146 bps

Bloomberg Dollar Index -3.4% -0.2% +2.1% 1210

10Y Treasury Yield +28 bps -67 bps -102 bps 0.90%

Fed 5Y5Y Breakeven +2 bps -17 bps -31 bps 1.50%

VIX Index -9 ppts +10 ppts +11 ppts 25

(1) Asset Price Table

Note: S&P 500 peak w as 02/19/20; current level pricing as of 06/05/20.
Source: Bloomberg
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Driven by optimism around re-openings
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Policy support has been important

• Monetary policy accommodation
• Asset purchases
• Credit and liquidity facilities
• Fiscal packages

(7) U.S. and Global Policy Measures
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But the outlook remains grim and uncertain
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Is the rally in equities overdone?
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Why has the Treasury yield curve has 
steepened?
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Key Risks in Focus

1. Prospect for a 2nd wave of the virus and renewed disruptions

2. More severe-than-expected recessionary dynamics
Corporate credit
Emerging markets
Mortgage sector
Municipal finances

3. Geopolitical developments
Escalating U.S.-China tensions
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New activity in funding operations and facilities 
has declined…
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…and expectations for total 13(3) facility usage 
has fallen
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(23) Expectations for 13(3) facilities as of Sept. 30, 2020
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Rates expected to remain near ZLB
…but with perceived upside risk
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Market functioning has improved further
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Expectations for the pace of asset purchases
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(32) Expectations for Monthly Purchases of
Agency MBS Net of Reinvestments
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(1) Summary of Operational Testing

Summary of Operational Tests in prior period:

• Domestic Authorization

• May 21: Securities lending (using the backup tool) for $68 million

• May 26 and 27:  Coupon swap with unsettled MBS holdings for $20 million, total

• Foreign Authorization

• May 21: Yen-denominated sovereign debt purchase from private counterparties for ¥300 million

• May 21: Yen-denominated sovereign debt sale to private counterparties for ¥300 million

• May 26: Euro-denominated repo with private counterparties for €7.5 million

Upcoming Operational Tests:

• 3 tests scheduled under the Domestic Authorization

• June 16: Treasury outright sale for up to $25 million

• June 17: Overnight repo (with back up tool) for up to $75 million

• June 23 and 25: MBS specified pool sale for up to $180 million, total

• 2 tests scheduled under the Foreign Authorization

• June 16: Euro-denominated sovereign debt purchase from private counterparties for €1.2 million

• June 23: Euro-denominated sovereign debt sale to private counterparties for €1.2 million

(2) FX Intervention
• There were no intervention operations in foreign currencies for the System's account during the intermeeting period.

Appendix II
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Labor Market Recovery May Have Started
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3. Other Indicators Point to June Job Gains

Mar. Apr. May

June 7

May 29

Small business hours

Visits to workplaces

0

5

10

15

20

25

0

5

10

15

20

25
Percent

4. Unemployment Rates by Race or Ethnicity

2019 2020
Note:  Categories are not mutually exclusive, as "Hispanic" may include
people of any race.

Black

Hispanic

Aggregate

White

Asian

Class II FOMC - Restricted (FR)

Page 1 of 5

June 9–10, 2020 Authorized for Public Release 241 of 270



Consumer Spending on the Rise
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Contending Forces Influence Activity over the Medium Term
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12. The Projected Recovery in Perspective:
The Output Gap

Quarters from NBER peak
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Fiscal Policy Supports Household Spending
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13. The Fiscal Response Has Been Rapid and Large

1957 1960 1969 1973 1980 1981 1990 2001 2007 2020

Year of NBER peak

* Change in deficit from fiscal year prior to peak to next fiscal year; change
in unemployment rate uses corresponding fiscal year averages.
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14. Low-Wage Earners Have Been Hit Hardest

Feb. Mar. Apr. May
Note:  Chart shows employment declines by wage quartile based on ADP
data. Wage quartiles are defined using the February wage distribution. 
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15. Most Working Families Have Resources to Get By

Share of families with resources to cover normal expenses for 6 months (%)
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16. UI Benefit Payout Has Lagged Job Losses

Feb. Mar. Apr. May
Note:  Changes in employment and UI benefits are computed relative to
their February 15th levels.

ADP job losses
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Change in weekly UI benefits
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A "Second Waves" Scenario Remains Equally Plausible
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17. How a Second Wave Could Play Out

Caseloads soar in the fall.

Resurgence results in the reinstatement

   of intensive social distancing.

Policymakers have less capacity to respond.

Additional supply-side damage results.
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18. Unemployment Rate
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19. Core PCE Prices
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20. Federal Funds Rate
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• In a related action, the Board of Governors of the Federal Reserve System voted [ unanimously ] to approve the establishment of
the primary credit rate at the existing level of 0.25 percent.

This information will be updated as appropriate to reflect decisions of the Federal Open Market Committee or the Board of Governors 
regarding details of the Federal Reserve’s operational tools and approach used to implement monetary policy. 

More information regarding open market operations and reinvestments may be found on the Federal Reserve Bank of New York’s 
website. 
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https://www.newyorkfed.org/markets/domestic-market-operations





