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' e 4. The FOMC anticipates that economic conditions, including low rates of resource utilization, subdued inflation trends, and stable
inflation expectations, are likely to warrant exceptionally low levels of the federal funds rate for an extended period.

2 JR X In due course, however, as the expansion matures the Federal Reserve will need to begin to tighten monetary conditions to prevent
the development of inflationary pressures. The Federal Reserve has a number of tools that will enable it to firm the stance of policy at the
appropriate time.

3 R 4: Before long, we expect to consider a modest increase in the spread between the discount rate and the target federal funds rate.
These changes, like the closure of a number of lending facilities earlier this month, should be viewed as further normalization of the Federal
Reserve's lending facilities, in light of the improving conditions in financial markets; they are not expected to lead to tighter financial
conditions for households and businesses and should not be interpreted as signaling any change in the outlook for monetary policy, which
remains about as it was at the time of the January meeting of the FOMC.

4 B A: As aresult of the very large volume of reserves in the banking system, the level of activity and liquidity in the federal funds
market has declined considerably, raising the possibility that the federal funds rate could for a time become a less reliable indicator than usual
of conditions in short-term money markets.

> JRI_#: By increasing the interest rate on reserves, the Federal Reserve will be able to put significant upward pressure on all short-term
interest rates, as banks will not supply short-term funds to the money markets at rates significantly below what they can earn by holding
reserves at the Federal Reserve Banks. Actual and prospective increases in short-term interest rates will be reflected in turn in longer-term
interest rates and in financial conditions more generally.
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® 4. The sequencing of steps and the combination of tools that the Federal Reserve uses as it exits from its currently very
accommodative policy stance will depend on economic and financial developments. One possible sequence would involve the Federal
Reserve continuing to test its tools for draining reserves on a limited basis, in order to further ensure preparedness and to give market
participants a period of time to become familiar with their operation.

J& X #: 1currently do not anticipate that the Federal Reserve will sell any of its security holdings in the near term, at least until after
policy tightening has gotten under way and the economy is clearly in a sustainable recovery.
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