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Monetary Policy Remains in the Observation Period

Comments on FOMC Minutes from Aug 9 Meeting

» FOMC minutes from Aug 9 meeting provided detailed information on the Federal
Reserve’s view on economic and financial situation, economic outlook and the related
committee policy action, which support the inferences we have drawn from the FOMC
post-meeting announcement: 1.The Fed’s expectation on economic growth in the U.S. is
pessimistic than the previous. As such, the Fed would pay high attention to economic trends
in the future and we can see a greater chance of implementation of stimulating policies at
the appropriate time; 2. Fed’s loose monetary policy will be supported by the declining
inflation for a certain period; 3. Disagreements within the Fed may add extra difficulties for
the Fed to implement its monetary policy.

» Three members voting against the action to state a conditional expectation for the level
of the federal funds rate through mid-2013 given the following three main reasons: first,
monetary policy alone is hard to change the fragility of the U.S. economy; second, the
Federal Reserve may take the risk of overreaction if providing additional accommodation;
third, the economic fundamentals keep improving, therefore more accomodation is not the
appropriate monetary response at the current stage, but to bring negative effects including
inflation risks. In other words, if the deterioration indeed appeared in economic
fundamentals, the three members will vote for further easing of monetary policy, but both
fiscal policy and monetary policy have a role to play to support short-term and long-term
U.S. economic growth.

» Most policymakers believe that further easing of monetary policy is warranted given
an increase in uncertainty surrounding economic recovery and the expected future
economic conditions can support the action.

> If the recent released economic data, such as the ISM purchasing managers index,
August non-farm employment report signal a weakening economic recovery momentum,
the odds for the Federal Reserve to launch a new stimulating monetary policy will increase.

» The policy tools which have been discussed in the FOMC meeting can play a positive
role to stimulate economic growth. More importantly, the Federal Reserve have to measure
the policy impacts on the price level given the price stability is the premise to implement
further easing monetary policy.

» FOMC minutes also stated that the participants decided to extend the September

FOMC meeting to two days instead of one to allow a fuller discussion to assess the possible
cost and benefits of various potential tools.

Qing LI also contributed to this report
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