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Yields Fall, Dollar Weakens on
Policy Expectations and Outlook

(9) Nominal Treasury Yields (10) WTI Crude and TIPS-Implied Breakeven
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Fed Funds Rate Expectations Shift Down

(13) Market-Implied Path of Fed Funds Rate
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(14) Probability Distribution for Expected Year-End 2022
Fed Funds Rate
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Framework Review is Shaping Expectations

(15) Key Points (16) Expected Timing of Change to

Percent of .
. Forward Guidance
Framework Review g pondents
=  Most survey respondents indicated they 70
expect some form of AIT 60
50
Forward Guidance 40
30
= Nearly all expect this to be updated this year 20 |
= Two-thirds expect outcome-based FG, of which 10 .
o Majority expect this to be tied to inflation 0 — — -

. Jul. 2020 Sep. 2020 Nov. 2020 Dec. 2020 Jan. 2021
o Some also expect an employment objective FOMC FOMC FOMC FOMC or later
Note: Based on all responses to the Surveys of Primary Dealers and Market
Participants. Excludes 4 firms that indicated they do not expect a change in forward
guidance.
Source: FRBNY

Porcent of (17) Expected Timing of First Increase In (18) Expected Unemployment and Inflation at Liftoff
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Market Participants Expect Ongoing Asset

Purchases

(19) Expected Monthly Purchases of

. Treasury Securities in 2020
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(21) Expected Total Purchases of Treasury Securities
in 2021 and 2022
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(20) Expected Monthly Purchases of

___Agency MBS in 2020, Net of Reinvestments
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(22) Expected Total Purchases of Agency MBS in
2021 and 2022, Net of Reinvestments
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Foreign Central Bank Communications on
Asset Purchases are Transitioning

Framing of crisis policies, early in crisis

Market dysfunction/distortion Monetary accommodation

BOC, BOE RBA ECB, BOJ RBNZ, Riksbank

Framing of crisis policies, recent communications

Market dysfunction/distortion Monetary accommodation

ECB, BOJ BOC, BOE, RBA
RBNZ, Riksbank
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Market Functioning Remains Stable at
Significantly Improved Levels...

Bps (23) EFFR and SOFR Spreads to IOER (24) Three-Month FX-Swap Implied Rate,
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Note: The SOFR-IOER spread printed at 315 bps on 09/17/20.
Source: FRBNY

Note: Based on OIS.
Source: Bloomberg, Desk Calculations

(25) Treasury Bid-Ask Spreads (26) 30-Year Primary Mortgage and MBS Rates
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run securities. mortgages. .
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..Including in Credit Markets

(27) Credit Spreads Percent (28) Deviations of ETF Prices from
Percent Investment Grade Spread (LHS) Rato 6 . Net Asset Values of Underlying Holdings
— Asset-Backed Securities Spread (LHS)

40 r ——10Y Muni/Treasury Yield Ratio (RHS) 4.0 A

3.5 3.5

3.0 3.0 2

2.5 2.5

2.0 20 O

1.5 1.5 -2

1.0 1.0 Discount to NAV | QD e HY G
0.5 05 4T

00 T T T 00 | L

01/01/20 03/01/20 05/01/20 07/01/20 1120 2/1/20  3/1/20  4/1/20  5/1/20  6/1/20  7/1/20

Note: IG option-adjusted spread calculated for the Barclays Agg benchmark index Note: LQD and HYG are the largest benchmark ETFs for investment grade and high
relative to Treasury securities. ABS option-adjusted spreads calculated as a spread yield credit, respectively.

to USD swap curve. Municipal debt ratio is the 10Y municipal bond yield as a ratio to Source: Bloomberg

the 10Y Treasury yield.
Source: Bloomberg, Barclays
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Balance Sheet Declines Over the Period...

(29) Federal Reserve Assets
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... As Activity in Desk Operations and Facilities

Falls

(30) Fed Repo Outstanding
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(31) USD Swaps and FIMA Repo Outstanding
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Expectations for Facilities Usage are Low...

(34) Expectations for Operations & 13(3) Facilities as of September 2020
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Note: Based on all responses to the Surveys of Primary Dealers and Market Participants. MSPLF was not asked in June Survey.
Source: FRBNY
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...But Risks of Renewed Stress Remain,
Facilities Seen as Important Backstops

* Path of virus and economic impact
* Fiscal CIiff

* Geopolitical tensions

e U.S. election

* Pace of Treasury issuance
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Draft Federal Reserve Statement

.......

FEDERAL RESERVE Eress release é:;

For release at 2 pm. EDT July 29, 2020

The Federal Reserve on Wednesday announced the extensions of its temporary U.S. dollar
liquidity swap lines and the temporary repurchase agreement facility for foreign and international
monetary authorities (FIMA repo facility) through March 31, 2021. These facilities were established in
March 2020 to ease strains in global dollar funding markets resulting from the COVID-19 shock and
mitigate the effect of such strains on the supply of credit to households and businesses, both domestically
and abroad. The extensions of these facilities will help sustain recent improvements in global U.S. dollar
funding markets by maintaining these important liquidity backstops. In addition, the FIMA repo facility
will help support the smooth functioning of the U.S. Treasury market by providing an alternative
temporary source of U.S. dollars other than sales of securities in the open market.

The extension of the temporary swap lines applies to all nine central banks previously announced

on March 19, 2020. These swap lines allow the provision of U_S. dollar liquidity in amounts up to $60

billipn each for the Reserve Bank of Australia, the Banco Central do Brasil, the Bank of Korea, the Banco
de Mexico, the Monetary Authority of Singapore, and the Sveriges Riksbank (Sweden). They allow the
provision of U.S. dollar liquidity in amounts up to $30 billion each for the Danmarks Nationalbank
(Denmark), the Norges Bank (Norway), and the Reserve Bank of New Zealand.

The FIMA repo facility was oniginally announced on March 31, 2020. Its extension will allow

approved FIMA account holders to continue to temporarily exchange their U.S. Treasury securities held
with the Federal Reserve for U.S. dollars, which can then be made available to institutions in their
jurisdictions.
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Appendix |

FIMA Desk Resolution
Approved July 28, 2020

The Federal Open Market Committee (Committee) directs the Federal Reserve Bank
of New York (the Selected Bank), for the System Open Market Account (SOMA), to
purchase U.S. Treasury securities subject to an agreement to resell (“repo
transactions”) with foreign central bank and international accounts maintained at a
Federal Reserve Bank (the “Foreign Accounts”). The repo transactions hereby
directed shall (i) include only U.S. Treasury securities; (ii) be conducted with Foreign
Accounts approved in advance by the Foreign Currency Subcommittee
(Subcommittee); (iii) be conducted at an offering rate of IOER + 25 bps.; (iv) be
offered on an overnight basis (except that the Selected Bank may extend the term for
longer than an overnight term to accommodate weekend, holiday, and similar trading
conventions); and (v) be subject to per-counterparty limits per day set by the
Subcommittee. The Subcommittee may approve changes in the offering rate, the
maturity of the transactions, and counterparty limits. These transactions shall be
undertaken by the Selected Bank through March 31, 2021, unless otherwise

determined by the Committee.
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Appendix ||

(1) Summary of Operational Testing

Summary of Operational Tests in prior period:

» Domestic Authorization
< June 16: Treasury outright sale for $25 million
« June 17: Overnight repo (with back up tool) for $53 million
« June 23 and 25: MBS specified pool sale for up to $167 million, total
» Foreign Authorization
* June 16: Euro-denominated sovereign debt purchase from private counterparties for €1.1 million*

» June 23: Euro-denominated sovereign debt sale to private counterparties for €1.1 million*

Upcoming Operational Tests:

« 2 tests scheduled under the Foreign Authorization
* August 4: Euro-denominated sovereign debt purchase from private counterparties for €1.1 million.

* August 11: Euro-denominated sovereign debt sale to private counterparties for €1.1 million.

* The euro-denominated purchase and sale operation sizes were reduced by €100,000 as one counterparty narrowed the number of sovereign issuers it trades on the electronic

platform used for this exercise.

(2) FX Intervention

» There were no intervention operations in foreign currencies for the System's account during the intermeeting period.
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Appendix ||

(1) MBS Purchase Summary Since June 12, 2020 ($ Millions)

Purchase New Purchase Actual Net Cumulative Deviation
Period Target Paydowns Purchases Deviation Since 6/2020
Jun-20 40,000 55,976 95,895 -81 -81
Jul-20 40,000 69,382 -

Note: The Desk purchased $728 billion between 3/16/20 and 6/11/20 of which $108 billion were reinvestments.

(2) Treasury Purchase Summary Since June 12, 2020 ($ Millions)

Purchase New Purchase Actual Net Cumulative Deviation
Period Target Purchases Deviation Since 6/2020
Jun-20 80,000 80,013 13 13
Jul-20 80,000 - - -

Note: The Desk purchased $1,590.28 billion between 3/16/20 and 6/11/20.
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Recovery Extended into June, But Activity Still Subdued

1. Level of GDP

—— Current
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Trillions of 2012 doIIaE

w

. New Cases of Covid-19 Have Increased in
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Note: Seven-day trailing averages. States of concern are states whose 7-day

trailing average of new Covid-19 cases per capita has been above the
national average and increasing since June 15. States include AL, AR, AZ,
CA, FL, GA, IA, ID, LA, MS, NC, NV, OK, SC, SD, TN, TX, and UT.
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2. Unemployment Rates by Race or Ethnicity
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people of any race.
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Economic Indicators are Sending Mixed Signals

5. Labor Market Recovery Has Slowed
Million_s

—— ADP-FRB active employment
| —— ADP-FRB paid employment
—— BLS private payrolls
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Note: Cumulative private-sector job losses since February 15, 2020.
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7. Indicators of Consumer Services Spending Are
Still Subdued

—— Restaurant reservations
— Hotel occupancy rate
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6. Retail Sales Spending for Goods around
Year-Ago Levels
Percent change from year earlier
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—— Other states
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Note: States of concern defined as in panel 3, but with Utah excluded for
confidentiality reasons.

Source: Fiserv.

8. Home Sales Are Rebounding
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— Pending (right scale)
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2019 2020
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home sales. Open circle is a forecast for June pending sales based on weekly

Redfin data.



July 28-29, 2020

9. Fiscal Impetus

Authorized for Public Release 284 of 325

Factors Influencing GDP over the Medium Term

Contribution to Q4/Q4 GDP growth (percentage points)
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10. Contribution of State and Local Purchases to GDP
Growth After Recessions Percentage points

— Bl Over first 8 quarters of recovery —
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Note: "Current episode" assumes business-cycle trough is in 2020:Q2.
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We Still See a "Second Waves" Scenario As Equally Plausible

13. A Second Wave Might Be Underway

» The social distancing assumed in the baseline
might not be enough to check the pandemic.

o If so, more-intense and more-widespread social
distancing could resume.

 The "second waves" scenario assumes:
o Intense social distancing resumes this quarter
until early next year.

o More labor market damage than in the
baseline.

o Inflation expectations drift down slightly.
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Synchronized Global Shock
* Deep decline in the global economy in the first half of the year.
* Incoming indicators support a bounceback in the second half.
* But, level of output well below pre-COVID path for years to come.
Foreign Real GDP Growth Foreign GDP Level
Percent ¢/q a.r. o 2019:Q4 =100 115
— — 20
] May Tealbook i = = January Tealbook | 110
. Current Current
10 -
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- - ’-3.4%$ 7105
0
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- =195
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- =190
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Source: Staff calculations. Source: Staff calculations.
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And Could be Worse

* Second waves of the virus result in widespread shutdowns.

* Slower recovery in the advanced foreign and emerging market economies.

* Key is how real shock transmits to foreign financial system and how
vulnerable this system has become.

AFE GDP Level EME GDP Level
2019:Q4 =100 2019:Q4 =100
— Q=101 ~ =100 110
B January _-" =105 B - 105
Tealbook _ - -

- y 4100 | 100
- Baseline 19 - 19
L Second Waves  _| 90 L 190

[T N R T N B R 35 [T N R T N B R 35

2019 2020 2021 2022 2019 2020 2021 2022

Source: Staff calculations.
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Shock to the Household Sector

* Basic measure of impact of COVID on households is unemployment.
* To date, effect on unemployment rates abroad has been mixed.

* But as unemployment rises or stays elevated, nonperforming loans will
increase, and countries with high household debt will be more vulnerable.

Household Credit-to-GDP

Advanced Economies Unemployment Rate (percent)
Quarterly Percent 15 Switzerland 132
Canada 101
Canada United Kingdom 84
Euro France 62
B Area* 110 Japan 59
Germany 55
— \ Italy 41
\ South Korea 96
- United 45 Hong Kong 81
S States China 55
—_ ___— X Brazil 30
Japan Mexico 16
T I T [ Ty S B Turkey 15
2019 2020 2021 2022
Source: Haver, Staff calculations. Source: BIS.
* Data for the euro area, Japan, and U.K. are through May 2020. Notes: Latest value 2019Q4.
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Shock to the Corporate Sector

* Profits collapsed in the first quarter and expectations for annual earnings for
the year fell precipitously and have continued to decline.

* Firms are unclear about current and future prospects.

Foreign Expected Growth

in Earnings per Share Uncertainty in Earnings Call Transcripts
o Perecent a.r. 40 - Textual Uncertainty 0.014
2021 Jay Lo ___._ Highest Monthly Average of | _ _ ___ ______ 0 A N
. Foreign Uncertainty During GFC nj’/ .
] 20 =b o ®e 5
e - ya v 5 0.010
& * o® ®
110 s o *‘.&”-3(-'.- .-ﬂ-. ! ‘a4
g o';‘ ;’{'; o oo "" we ¥
____________________ ... - . ', m .
P ' ) "! 0.006
4-10 . ‘
2020
- —1-20 e US e CA e EU UK
IIlIII||||||||||_3O | | | I | | 0.002
2019 2020 2019 2020 '
Source: Institutional Brokers' Estimate Source: S&P. Staff (Hedi Benamar) calculations. . o
System (IBES). Staff calculations. Notes: We apply dictionary-based textual tools to extract a measure of uncertainty from each transcript in

the data. Textual uncertainty for a given transcript is the total number of uncertainty words in transcript
divided by number of total words in that transcript. Data are aggregated by day and region and shown as 30
day rolling averages.
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* Calculate interest coverage ratios (ICR)

* Ratio of earnings (EBIDTA) over interest expenses

* For non-financial corporates by country

* Scale by total non-financial corporate (NFC) debt

* Highlights the potential for sizable losses, especially from EMEs.

Share of Firm Debt as Percent of Total NFC Debt, by Interest Coverage Ratio (ICR)

Percent of Total NFC Debt
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Source: Capital IQ, BIS, Staff (Edith Liu) calculations.
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Notes: Data are as of 2019Q4. The dark red bars show outstanding debt by firms with ICRs less than 1 as a percent of total NFC debt. The red and
pink bars show outstanding debt by firms with ICRs between 1 and 2, and 2 and 3 as a percent of total NFC debt, respectively.
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Potential Blow to Banking System

* Calculate crisis effect on banking system capital using baseline/second waves
projections and elasticities of capital to GDP declines from foreign stress tests.

* Banking systems CET1 ratios remain above the Basel lll minimum in baseline.

* Banking systems look vulnerable and will likely pull back on lending as capital
levels drop.

Common Equity Tier 1 (CET1) Ratio

Percent of Risk-Weighted Assets 20 B Percent of Risk-Weighted Assets 20

B = Basel Il Minimum
B 2019Q4 M Baseline B Second Waves
15
10
5
0
| | | | | | | | | | | | |
Canada United Japan  Italy France Germany Switz- China Turkey Brazil Mexico  South Hong
Kingdom erland Korea Kong
Advanced Foreign Economies Emerging Market Economies

Source: Bank stress test results, S&P Global Market Intelligence, Staff forecasts, Staff (Daniel Dias and Viktors Stebunovs) calculations.

Notes: Grey bars report average CET1 ratio at country level as of 2019Q4. Blue and red bars report projected average CET1 ratios at country level at
end-2021 in our baseline forecast and “Second Waves” alt sim, respectively. Projections are based on the elasticity of GDP growth and capital depletion
from foreign stress test results and the difference in GDP outcomes between our current baseline or “Second Waves” alt sim and the Jan. Tealbook.
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Lending Holding up but Worse to Come

* Aside from U.K., banks reported modest tightening in standards for
households, and mild tightening to significant loosening for firms.

* Measures to incentivize lending have enabled banks to support economy.

* But the hit to real side has yet to fully manifest in financial sector, and
government support may roll off.

2020H1 Changes in Lending Standards Changes in Lending Standards for Firms

Net Percentage Net Percentage

— . 60 — — Euro Area 80
B Firms - United Kingdom - 60
| Tihten i
ightening 1 B Houscholds 40 — Canada

i y —140
20 — / L 20
0 ‘:[7‘\ 4 0
20 [ WW V12

— Japan

Loosening |, - 40

i 140 L - -60

| | | | | -60 ||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||_80
Canada  Euro Japan  United  United 2008 2010 2012 2014 2016 2018 2020

Area Kingdom States

Source: Haver, ECB Bank Lending Survey, FRB SLOOS, Bank of England, Staff (Hannah Firestone and Viktors Stebunovs) calculations.

Note: Net percentages across the countries may not be perfectly comparable because of differences in the lending surveys. The left panel shows net
percentages averaged over 2020:Q1 and Q2, except for Canada where only 2020:Q1 data are available. Grey shading indicates loan officers’
expectations for Q3.
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International Financial Stability Assessment

* Notable vulnerability = medium-sized shock
likely triggers financial stresses abroad that Overall Assessment _

spill over meaningfully to the US.

Advanced Foreign Economies Emerging Market Economies
& o
D & o
2 > Q A A 2> & 2> 5\
& 2 4 . PSS & & @
F & g«\\’@ S o ¢ S

Nonfinancial -- - -- ------
Financial ------- HE W
vofn e R e ESM-MEsL--

External L M i

T B v e [
s I

Overall Assessment

Sovereign

W w o ow

Institutions Pos.  Pos. Pos. Neutral Pos. | Pos. Neutral - Neutral Neutral = Pos. --
Prominence of Risks Med. Med. Med. - Med. Med. - --- Med. --

Extremely Subdued Low Moderate Notable Elevated

07/28/2020 CLASS |l FOMC-RESTRICTED (FR) Slide 9 of 9




July 28-29, 2020 Authorized for Public Release 296 of 325
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Spreads are now within historical norms, significantly wider across the
credit spectrum relative to their exceptionally low January levels

10-Year Corporate Bond Spreads

Monthly average
| 10-year —| 1600
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— 10-year BBB

Basis points
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July

2002 2005 2008 2011 2014 2017 2020
Source: Staff estimates of smoothed corporate yield curves based on Merrill Lynch data and smoothed Treasury yield curve.
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CRE prices have continued to grow amid deteriorating fundamentals

Price Indexes by Property Type Vacancy Rates

Index, January 2001 =100 Quarterly Percant o5
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Source: RCA Source: CBRE Econometric Advisors
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Appendix 6: Materials used by Ms. Edge
































