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(1) 

MONETARY POLICY AND THE 
STATE OF THE ECONOMY 

Wednesday, February 29, 2012 

U.S. HOUSE OF REPRESENTATIVES, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The committee met, pursuant to notice, at 10 a.m., in room 2128, 

Rayburn House Office Building, Hon. Spencer Bachus [chairman of 
the committee] presiding. 

Members present: Representatives Bachus, Hensarling, Royce, 
Paul, Biggert, Capito, Garrett, Neugebauer, McHenry, McCotter, 
Pearce, Posey, Fitzpatrick, Luetkemeyer, Huizenga, Duffy, 
Hayworth, Renacci, Hurt, Dold, Schweikert, Grimm, Canseco, Stiv-
ers, Fincher; Frank, Waters, Maloney, Velazquez, Watt, Ackerman, 
Sherman, Meeks, Capuano, Hinojosa, Clay, McCarthy of New York, 
Baca, Lynch, Miller of North Carolina, Scott, Green, Cleaver, 
Ellison, Perlmutter, Donnelly, Carson, Himes, Peters, and Carney. 

Chairman BACHUS. This hearing will come to order. We meet 
today to receive the semiannual report to Congress by the Chair-
man of the Board of Governors of the Federal Reserve System (the 
Fed) on the conduct of monetary policy and the state of the econ-
omy. Pursuant to committee rule 3(f)(2), opening statements are 
limited to the chair and ranking minority member of the full com-
mittee and the chair and ranking minority member of the Sub-
committee on Domestic Monetary Policy and Technology for a pe-
riod of 8 minutes on each side. 

Without objection, all Members’ written statements will be made 
a part of the record. I recognize myself for 5 minutes for an opening 
statement. 

In my opening statement today, I am going to avoid making any 
predictions about future events since I do not have a crystal ball. 
Nor do you, Mr. Chairman. Instead, I am going to address two sub-
jects: the need for long-term entitlement reform; and the Federal 
Reserve’s dual mandate. 

For the last 3 years, we have operated in a low interest rate en-
vironment, which has artificially lowered the cost of our debt serv-
icing. This temporary respite will not last forever. 

Chairman Bernanke, in each of your past appearances before 
this committee, you and I have discussed the dangers posed to the 
U.S. economy by record levels of debt and deficits and the critical 
need for entitlement reform. 

Let’s have order in the committee, and respect from all of the 
Members, and that will go for the staff, as well. 
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We have discussed how long-term restructuring of our entitle-
ment programs will have clear benefits for our economy today and 
will give our country a greater chance of success in the long term. 
Fortunately, and sadly, too few in Washington appear to be listen-
ing to this discussion. Your appearance here today is yet another 
opportunity for us to have this important dialogue, and it is my 
hope that Congress and the White House will join together and ad-
dress entitlement reform. And as we have discussed, this is not 
something the Federal Reserve can do. You have kept interest 
rates low. It has given us an opportunity, but it is not an oppor-
tunity that will last forever. 

Your appearance is also an opportunity for us to have another 
important dialogue, this one on the Federal Reserve’s dual man-
date. You discuss this in your opening statement. The Federal Re-
serve’s conduct of monetary policy through the manipulation of in-
terest rates and its control of the money supply implies a certain 
level of government management of the economy. While this makes 
some Americans uncomfortable, and makes me uncomfortable at 
times, there is a general recognition of the need for an independent 
central bank to set monetary policy. Yet, if one closely examines 
the Federal Reserve’s dual mandate—price stability; and maximum 
employment—it quickly becomes apparent that while the first part 
of that mandate involves monetary policy, the second is largely a 
function of economic policy. You acknowledge this, Chairman 
Bernanke, in your testimony for today’s hearing when you state 
that ‘‘while maximum employment stands on an equal footing with 
price stability as an objective of monetary policy, the maximum 
level of employment in an economy is largely determined by non-
monetary factors that affect the structure and dynamics of the 
labor market. 

‘‘By giving the Federal Reserve a mandate that includes max-
imum employment, it is fair to ask whether we have surrendered 
too much control over the economy to a government agency and 
whether a mandate that is more centrally focused on monetary pol-
icy would be a better approach.’’ 

In other words, the Federal Reserve would continue to deal with 
monetary policy, but would not have responsibility or the burden, 
and really you don’t have the power, to control economic events. In-
deed, for the first 65 years of its existence, the Federal Reserve did 
not operate under a dual mandate. It was only in 1977 that Con-
gress passed a law requiring the Federal Reserve to promote both 
maximum employment and price stability. It may therefore be ap-
propriate for Congress to revisit the dual mandate with an eye to-
wards refocusing the Fed on its core mission of long-term price sta-
bility and other matters that constitute monetary policy. The Con-
gress, on the other hand, could focus on employment, because it is 
and continues to be our responsibility to focus on jobs. 

Chairman Bernanke, I know all of us look forward to your testi-
mony. I now recognize the ranking member, Mr. Frank. 

Mr. FRANK. Thank you, Mr. Chairman. I will accept your invita-
tion for a civil debate on these subjects. Let me begin with the def-
icit reduction, which I agree is a great requirement, but I disagree 
with this focus which you reflect on entitlement reform. Before I 
reduce Social Security payments to elderly people—particularly, for 
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example, those who want to reduce the cost-of-living increase so 
that 82-year old women living on a fairly modest income would get 
less of a compensation for inflation, particularly since healthcare 
costs are a major cost for them and go up more than regular infla-
tion—I think we should withdraw from Afghanistan. 

I support the President’s decision to withdraw troops from Iraq, 
and I know that many on the Republican side have been critical 
of that. We do have to reduce spending. But we spend far more as 
a favor to much of the rest of the world on the military than we 
need to. And before I will impose costs on elderly Americans, I 
should add, I regard the enactment of Social Security and Medicare 
as two of the great accomplishments of this country in the 20th 
Century. They were opposed on partisan grounds, both of them, 
when they came. Yes, there are some areas where there can be 
greater efficiencies, but the notion that that is the major place you 
get savings, when we continue to spend 5.4 percent or more or less, 
but around 5 percent of our gross domestic product on the military 
while our NATO allies spend 1.7 percent and get the benefit of an 
enormous subsidy from us, makes no sense. When people are crit-
ical of the President’s proposal to begin to withdraw from Afghani-
stan, I think it ought to be done more quickly, and then tell me 
that they want to cut the deficit and don’t want to raise taxes, I 
fear for Social Security and Medicare because to do that would re-
quire cuts in those programs that go far beyond efficiency or ref-
erence to sort of reduce what goes to people in the upper-income 
brackets. 

I particularly welcome this debate on the dual mandate because 
I think there is an illogic in the way it was just stated. It is true 
that the Federal Reserve has more direct impact control of the 
monetary policy than it does over employment, but the point is that 
monetary policy, the level of interest rates, has an effect on em-
ployment. The notion that they are unconnected, obviously, isn’t 
the case. The chairman didn’t say that, but I think that is the im-
plication of saying that the Federal Reserve shouldn’t be dealing 
with employment. 

In fact, let me give an example. We have had a debate about 
what should have been done because of mortgages being given that 
shouldn’t have been given. One argument has been that the Fed-
eral Reserve should have shut down the whole economy to some ex-
tent by raising interest rates, that it should have deflated the bub-
ble by raising interest rates, with a consequent negative effect on 
employment as well as other things. Many of us believe instead 
that the Federal Reserve under Mr. Bernanke’s predecessor—not 
him—should have used the authority this Congress gave him in 
1994 to prevent the bad mortgages; that is, that there should have 
been more targeted efforts to deal with this rather than deflate the 
economy as a whole as a way of dealing with that problem. 

We do have a serious employment problem. It is to Mr. 
Bernanke’s credit that he has taken seriously this dual mandate, 
and this shouldn’t be a partisan issue. I think people may some-
times forget that Mr. Bernanke, whose work in this job I greatly 
admire, was one of the highest ranking appointees on economic 
matters by President George W. Bush. He was Chair, I believe, of 
the Council of Economic Advisors. It was President Bush who ap-

VerDate Nov 24 2008 18:30 Nov 19, 2012 Jkt 075075 PO 00000 Frm 00007 Fmt 6633 Sfmt 6633 K:\DOCS\75075.TXT TERRI



4 

pointed him to the Federal Reserve. He is an example of biparti-
sanship, and what I find is that while a lot of my colleagues like 
bipartisanship in principle, they just have never found an example 
of it that they want to tolerate. Mr. Bernanke’s concern for infla-
tion and employment is a very good one, and the notion that we 
should say okay to the Federal Reserve, you don’t pay attention to 
employment, we will handle that, and you should simply try to pre-
vent inflation invites them to impose an interest rates regime 
which would be unfortunate. And by the way, I would contrast the 
Federal Reserve under our dual mandate with the European Cen-
tral Bank until recently with their unitary mandate of just infla-
tion. I think, frankly, that the Federal Reserve’s record in trying 
to deal with the balanced economy has been a better one, and to 
some extent the European Central Bank has improved partly be-
cause they have almost explicitly been following the model of the 
U.S. Federal Reserve, which has cooperated with them. 

So yes, I think we should reduce the deficit, but to talk about 
doing that by cutting Social Security, and Medicare to the exclu-
sion, in fact, many of my colleagues want to spend even more on 
the military as this great gift to the rest of the world so they don’t 
have to spend on their own, and the notion that the Federal Re-
serve, a very powerful economic entity, should set interest rates 
with no regard for their impact on employment both seem to be 
wrong, and I think the country would benefit from that kind of de-
bate. 

Chairman BACHUS. I thank the gentleman. And let me simply 
say that I think we could address both of them. I don’t think that 
they are mutually exclusive, and as you know, I have a son who 
served in the Marines, and— 

Mr. FRANK. Mr. Chairman, if we are getting in extra things, I 
would simply respond to what you said, and you are a representa-
tive of a large group that talks about entitlements and the military 
only comes up as an afterthought. 

Chairman BACHUS. I think it needs to be a grand bargain. We 
discussed that, and I think we need to agree on that. Everything 
ought to be on the table but without entitlement reforms we won’t 
get— 

Mr. FRANK. Mr. Chairman, are we going to continue this debate 
after our 5 minutes? 

Chairman BACHUS. All right, at this time Mr. Paul, your thorn 
in the flesh, is recognized for 3 minutes. 

Dr. PAUL. Thank you, Mr. Chairman, and welcome, Chairman 
Bernanke. I guess over the last 30 or 40 years I have criticized the 
Fed on occasion, but the Congress deserves some criticism, too. The 
Federal Reserve is a creature of the Congress, and if we don’t know 
what the Fed is doing, we have the authority and we certainly have 
the authority to pursue a lot more oversight, which I would like to 
see. 

So although the Fed is on the receiving end, and I think right-
fully so when you look at the record, the Fed has been around for 
99 years, a few years before you took it over, and 99 percent, 98 
percent of the dollar value is gone from the 1913 dollar. So that 
is not really a very good record. And I think what we are wit-
nessing today is the end stages of a grand experiment, a philo-
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sophical experiment on total fiat money. Yes, they have been de-
basing currencies for hundreds, if not thousands of years, and it al-
ways ends badly. They always return to market-based money, 
which is commodity money, gold and silver. But this experiment is 
something different than we have ever had before, and it started 
in 1971, where we were actually given an opportunity in many 
ways to be the issuer of the fiat currency, and we had way too 
many benefits from that than people realized. 

But it has gone on for 40 years and people keep arguing from the 
other side of this argument that it is working, it is doing well, and 
yet, from my viewpoint and the viewpoint of the free-market econo-
mists, all it is doing is building a bigger and bigger bubble. And 
the free-market economists were the ones who predicted the 
NASDAQ bubble, the housing bubbles, but we never hear from the 
Keynesian liberal economists and the central bankers saying watch 
out, there is a bubble out there. There is too much credit, too many 
problems there. There is a housing bubble. We have to deal with 
it. Usually, we get reassurance from the Fed on that. 

But I believe that there is a logical reason for this, because the 
Federal Reserve is given a responsibility to protect the value of the 
dollar. That is what stable prices are all about. We don’t even have 
a definition of a dollar. We ask about the definition of a dollar; oh, 
it is whatever it buys. Every single day it buys less than the next 
day. To me, it is sort of like building an economy and having eco-
nomic planning, like a builder had a yardstick that changed its 
value every single day. Just think of the kind of building you would 
have. This is why we have this imbalance in our economic system. 

But it was a system designed to pyramid debt. We have a debt- 
based system. The more debt we have and the more debt that the 
Federal Reserve buys, the more currency they can print, and they 
monetize this debt. And no wonder we are in a debt crisis. It is 
worldwide. I think it is something we have never experienced be-
fore. And I think the conclusion would be a vindication either for 
sound money, or if you win the argument and say yes, we are great 
managers, we know how to do it, we want the credit for the good 
times, and we want the credit for getting us out of those good 
times, I think within a few years, we are going to know. Of course, 
I am betting that the market is smarter, commodity money is 
smarter, nobody is smart enough to have central economic plan-
ning. So I am anxiously waiting for this day, for the conclusion, be-
cause reforms have to come. They are already talking about—when 
you see Robert Zoellick talking about monetary reforms, and talk-
ing about gold, the time has come for serious discussion on mone-
tary reform. 

Thank you, Mr. Chairman. 
Chairman BACHUS. Thank you, Dr. Paul, for that statement. And 

at this time, the gentleman from North Carolina, Mr. Watt, is rec-
ognized for 3 minutes. 

Mr. WATT. Thank you, Mr. Chairman, and I appreciate the op-
portunity to substitute for my friend, William Lacy Clay, the rank-
ing member of the subcommittee, because he is unable to be here 
due to a conflict. 

And I am glad to see my friend President Paul back from the 
campaign trail. This seems to me like deja vu all over again since 
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I was the chairman of the Monetary Policy Subcommittee and he 
was the ranking member, and I got to go back to back with him 
quite often. 

Since I am substituting, I think I can do something kind of out 
of the ordinary today, and that is praise the work of my good 
friend, Chairman Bernanke, for doing his job and really not bowing 
to the political pressure of either the right or left, or political pres-
sure of Republicans and Democrats, since the Federal Reserve is 
supposed to be free of all of those influences. I just think he has 
done a magnificent job, and the Fed has done a magnificent job of 
navigating us through some very, very difficult times, even as we 
will, I am sure, experience in today’s sharing in the midst of criti-
cisms about the dual mandate, which the chairman has already 
raised, which I am sure the Federal Reserve certainly can’t do any-
thing about. We gave them that mandate. They can’t refuse to do 
it. Criticisms about inflation-fighting policy, steps required for re-
covery of the economy, interest rate policies, quantitative easing, 
transparency, involvement with the European Union and the rest 
of the world, involvement with the IMF, there is going to be plenty 
of criticism to go around today, and so I am pleased to have this 
opportunity to say thank you on behalf of myself, and hopefully 
some other members of the committee, and certainly members of 
private enterprise who believe that the Fed has stayed steady, and 
followed a course of action that has really saved our economy rath-
er than leading us into the kind of defaults and problems that we 
could have experienced in these turbulent economic times. 

So I say that, and I yield back, Mr. Chairman. 
Chairman BACHUS. Thank you, Mr. Watt. I think you gave a 

very thoughtful statement, and I think Mr. Clay would approve of 
your statement. 

I will pick up on what Mr. Watt said, and thank you for being 
here, Chairman Bernanke. You do have a difficult job. You have 
tremendous challenges that face the country. 

Chairman Bernanke has informed us that he will need to leave 
at 1 p.m., and it is a gracious accommodation to be here for that 
length of time, so the Chair will strictly enforce the 5-minute rule. 

Without objection, Chairman Bernanke, your written statement 
will be made a part of the record, and you will now be recognized 
for a summary of your testimony. 

STATEMENT OF THE HONORABLE BEN S. BERNANKE, CHAIR-
MAN, BOARD OF GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM 

Mr. BERNANKE. Thank you. Chairman Bachus, Ranking Member 
Frank, and other members of the committee, I am pleased to 
present the Federal Reserve’s semiannual Monetary Policy Report 
to the Congress. Let me begin with the discussion of current eco-
nomic conditions and the outlook, and then I will turn to monetary 
policy. 

The recovery of the U.S. economy continues, but the pace of ex-
pansion has been uneven and modest by historical standards. After 
minimal gains in the first half of last year, real GDP increased that 
a 21⁄4 percent annual rate in the second half. The limited informa-
tion available for 2012 is consistent with growth proceeding, in 
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coming quarters, at a pace close to or somewhat above the pace 
that was registered during the second half of last year. 

We have seen some positive developments in the labor market. 
Private payroll employment has increased by 165,000 jobs per 
month on average since the middle of last year and nearly 260,000 
new private sector jobs were added in January. The job gains in 
recent months have been relatively widespread across industries. 
In the public sector, by contrast, layoffs by State and local govern-
ments have continued. The unemployment rate hovered around 9 
percent for much of last year, but has moved down appreciably 
since September, reaching 8.3 percent in January. New claims for 
unemployment insurance benefits have also moderated. 

The decline in the unemployment rate over the past year has 
been somewhat more rapid than might have been expected given 
that the economy appears to have been growing during that time-
frame at or below its longer-term trend; continued improvement in 
the job market is likely to require stronger growth in final demand 
and production. And notwithstanding the better recent data, the 
job market does remain far from normal. The unemployment rate 
remains elevated, long-term unemployment is still near record lev-
els, and the number of persons working part time for economic rea-
sons is very high. 

Household spending advanced moderately in the second half of 
last year, boosted by a fourth quarter surge in motor vehicle pur-
chases that was facilitated by an easing of constraints on supply 
related to the earthquake in Japan. However, the fundamentals 
that support spending continue to be weak. Real household income 
and wealth were flat in 2011, and access to credit remains re-
stricted for many potential borrowers. Consumer sentiment, which 
dropped sharply last summer, has since rebounded but remains rel-
atively low. 

In the housing sector, affordability has increased dramatically as 
a result of decline in house prices and historically low interest 
rates on conventional mortgages. Unfortunately, many potential 
buyers lack the downpayment and credit history required to qualify 
for loans. Others are reluctant to buy a house now because of con-
cerns about their income, employment prospects, and the future 
path of house prices. On the supply side of the market, about 30 
percent of recent home sales have consisted of foreclosed or dis-
tressed properties, and home vacancy rates remain high, putting 
downward pressure on house prices. More positive signs include a 
pickup in construction in the multifamily sector and recent in-
creases in home builder sentiment. 

Manufacturing production has increased 15 percent since the 
trough of the recession and has posted solid gains since the middle 
of last year, supported by the recovery in motor vehicle supply 
chains and ongoing increases in business investment and exports. 
Real business spending for investment of equipment and software 
rose at an annual rate of about 12 percent over the second half of 
2011, a bit faster than the first half of the year. But real export 
growth, while remaining solid, slowed somewhat over the same pe-
riod as foreign economic activity decelerated, particularly in Eu-
rope. The Members of the Board and the Presidents of the Federal 
Reserve Banks recently projected that economic activity in 2012 
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will expand at or somewhat above the pace registered in the second 
half of last year. Specifically, their projections for growth in real 
GDP this year, provided in conjunction with the January meeting 
of the FOMC, have a central tendency of 2.2 to 2.7 percent. These 
forecasts were considerably lower than the projections they made 
last June. 

A number of factors have played a role in this reassessment. 
First, the annual revisions to the national income and product ac-
counts released last summer indicated the recovery had been some-
what slower than previously estimated. In addition, fiscal and fi-
nancial strains in Europe have weighed on financial conditions and 
global economic growth, and problems in U.S. housing and mort-
gage markets have continued to hold down not only construction 
and related industries, but also household wealth and confidence. 
Looking beyond 2012, FOMC participants expect that economic ac-
tivity will pick up gradually as these headwinds fade, supported by 
a continuation of the highly accommodative stance for monetary 
policy. 

With output growth in 2012 projected to remain close to its 
longer run trend, participants did not anticipate further substan-
tial declines in the unemployment rate over the course of the year. 
Looking beyond this year, FOMC participants expect the unemploy-
ment rate to continue to edge down only slowly towards levels con-
sistent with the committee’s statutory mandate. In light of the 
somewhat different signals received recently from the labor market 
than from indicators of final demand and production, however, it 
will be especially important to evaluate incoming information to as-
sess the underlying pace of the economic recovery. 

At our January meeting, participants agreed that strains in glob-
al financial markets posed significant downside risk to the eco-
nomic outlook. Investors’ concerns about fiscal deficit and the level 
of government debt in a number of European countries have led to 
substantial increases in sovereign borrowing costs, stresses in the 
European banking system, and associated reductions in the avail-
ability of credit, and economic activity in the euro area. 

To help prevent strains in Europe from spilling over to the U.S. 
economy, the Federal Reserve in November agreed to extend and 
to modify the terms of its swap lines with other major central 
banks, and it continues to monitor the European exposures of U.S. 
financial institutions. A number of constructive policy actions have 
been taken of late in Europe, including the European Central 
Bank’s program to extend 3-year collateralized loans to European 
financial institutions. Most recently, European policymakers agreed 
on a new package of measures for Greece, which combines addi-
tional official sector loans with a sizeable reduction of Greek debt 
held by the private sector. However, critical fiscal and financial 
challenges remain for the euro zone, the resolution of which will re-
quire concerted action on the part of European authorities. Further 
steps will also be required to boost growth and competitiveness in 
a number of countries. We are in frequent contact with our coun-
terparts in Europe and will continue to follow the situation closely. 

As I discussed in my July testimony, inflation picked up during 
the early part of 2011. A surge in the price of oil and other com-
modities along with supply disruptions associated with the disaster 
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in Japan that put upward pressure on motor vehicle prices pushed 
overall inflation to an annual rate of more than 3 percent over the 
first half of last year. As we had expected, however, these factors 
proved transitory and inflation moderated to an annual rate of 11⁄2 
percent during the second half of the year, close to its average pace 
in the preceding 2 years. In the projections made in January, the 
Committee anticipated that over coming quarters, inflation will run 
at or below the 2 percent level we judge most consistent with our 
statutory mandate. Specifically, the central tendency of partici-
pants’ forecast for inflation in 2012 ranged from 1.4 to 1.8 percent, 
about unchanged from the projections made last June. Looking fur-
ther ahead, participants expected the subdued level of inflation to 
persist beyond this year. Since these projections were made, gaso-
line prices have moved up, primarily reflecting higher global oil 
prices, a development that is likely to push up inflation temporarily 
while reducing consumers’ purchasing power. We will continue to 
monitor energy markets carefully. Longer-term inflation expecta-
tions as measured by surveys and financial market indicators ap-
pear consistent with the view that inflation will remain subdued. 

Against this backdrop of restrained growth, persistent downside 
risk to the outlook for real activity, and moderating inflation, the 
Committee took several steps to provide additional monetary ac-
commodation during the second half of 2011 and in early 2012. 
These steps included changes to the forward rate guidance included 
in the Committee’s post-meeting statements and adjustments to 
the Federal Reserve’s holdings of Treasury and agency securities. 
The target range for the Federal funds rate remains at 0 to 1⁄4 per-
cent, and the forward guidance language in the FOMC policy state-
ment provides an indication of how long the Committee expects 
that target range to be appropriate. 

In August, the Committee clarified the forward guidance lan-
guage, noting that economic conditions, including low rates of re-
source utilization and the subdued outlook for inflation over the 
medium run, were likely to warrant exceptionally low levels for 
Federal funds rate at least through the middle of 2013. By pro-
viding a longer time horizon than had been previously expected by 
the public, the statement tended to put downward pressure on 
longer-term interest rates. 

At the January 2012 FOMC meeting, the Committee amended 
the forward guidance, further extending the horizon over which it 
expects economic conditions to warrant exceptionally low levels of 
the Federal funds rate to at least through late 2014. 

In addition to the adjustments made to the forward guidance, the 
Committee modified its policies regarding the Federal Reserve’s 
holding of securities. In September, the Committee put in place a 
maturity extension program that combines purchases of longer- 
term Treasury securities with sales of shorter-term Treasury secu-
rities. The objective of this program is to lengthen the average ma-
turity of our securities holdings without generating a significant 
change in the size of our balance sheet. Removing longer-term se-
curities from the market should put downward pressure on longer- 
term interest rates and help make financial conditions more sup-
portive of economic growth than they otherwise would have been. 
To help support conditions in the mortgage markets, the Com-
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mittee also decided at a September meeting to reinvest principal 
received from its holdings of agency debt and agency MBS in agen-
cy MBS, rather than continuing to reinvest those proceeds in 
longer-term Treasury securities as had been the practice since Au-
gust 2010. The Committee reviews the size and composition of its 
security holdings regularly and is prepared to adjust those holdings 
as appropriate to promote a stronger economic recovery in the con-
text of price stability. 

Before concluding, I would like to say a few words about the 
statement of longer-run goals and policy strategy that the FOMC 
issued at the conclusion of its January meeting. The statement re-
affirms our commitment to our statutory objectives given to us by 
the Congress of price stability and maximum employment. Its pur-
pose is to provide additional transparency and increase the effec-
tiveness on monetary policy. The statement does not imply a 
change in how the Committee conducts policy. 

Transparency is enhanced by providing greater specificity about 
our objectives. Because the inflation rate over the longer run is de-
termined primarily by monetary policy, it is feasible and appro-
priate for the Committee to set a numerical goal for that key vari-
able. The FOMC judges that an inflation rate of 2 percent, as 
measured by the annual change in the price index for personal con-
sumption expenditures, is most consistent over the longer run with 
its statutory mandate. While maximum employment stands on an 
equal footing with price stability as an objective of monetary policy, 
the maximum level of employment in an economy is largely deter-
mined by non-monetary factors that affect the structure and dy-
namics of the labor market. It is therefore not feasible for any cen-
tral bank to specify a fixed goal for the longer-run level of employ-
ment. However, the Committee can estimate the level of maximum 
employment and use that estimate to inform its policy decisions. In 
our most recent projections, in January for example, FOMC partici-
pants’ estimates of the longer-run normal rate of unemployment 
had a central tendency of 5.2 to 6.0 percent. As I noted a moment 
ago, the level of maximum employment in an economy is subject 
to change. For instance, it can be affected by shifts in the structure 
of the economy and by a range of economic policies. If at some 
stage the Committee estimated that the maximum level of employ-
ment had increased, for example, we would adjust monetary policy 
accordingly. 

The dual objectives of price stability and maximum employment 
are generally complementary. Indeed, at present, with the unem-
ployment rate elevated and the inflation outlook subdued, the Com-
mittee judges that sustaining a highly accommodative stance for 
monetary policy is consistent with promoting both objectives. How-
ever, in cases where these objectives are not complementary, the 
Committee follows a balanced approach in promoting them, taking 
into account the magnitude of the deviations of inflation in employ-
ment from levels judged to be consistent with the dual mandate, 
as well as potentially different time horizons over which employ-
ment and inflation are projected to return to such levels. 

Thank you, and I would be pleased to take your questions. 
[The prepared statement of Chairman Bernanke can be found on 

page 56 of the appendix.] 
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Chairman BACHUS. Thank you, Chairman Bernanke. Chairman 
Bernanke, the biggest driver of the ever-increasing deficits this Na-
tion faces is the runaway growth in all of our major entitlement 
programs: Medicare; Medicaid; and Social Security. You have re-
peatedly stressed that the United States needs to return the Fed-
eral Government to a sound fiscal footing over the long term. Yet, 
the Administration’s 2013 fiscal budget does nothing to reform 
these programs or rein in their costs. 

Now, we did address military spending with cuts in the budget 
and with sequestration, but if we fail to reform our major entitle-
ment programs, what will be some of the consequences? And if we 
do make major long-term structural changes on entitlement pro-
grams, do you see immediate or short-term benefits? 

Mr. BERNANKE. Yes, Mr. Chairman, thank you. I have often, as 
you noted, talked about the importance of establishing long-run fis-
cal sustainability in the United States. If you take a look at the 
Congressional Budget Office’s report that recently came out, what 
you see is that under current law, which is the basis of the projec-
tions they have to make, over the next 10 to 15 years you begin 
to see an increasing acceleration in the size of the debts and defi-
cits. It reaches a point where obviously it is just not going to be 
sustainable. Once the markets lose confidence in the ability of the 
government to maintain fiscal sustainability, then there are nu-
merous risks. The most extreme case would be a financial crisis or 
a sharp increase in interest rates, analogous to what we have seen 
in some European countries. Even absent that extreme result, 
large deficits and debt over a longer period of time raise interest 
rates above levels where they normally would be and crowd out pri-
vate investment and are bad for growth and productivity. They also 
involve borrowing from foreign lenders, which also is a drain on 
current U.S. income. 

So it is important to address this issue. I guess one point I would 
make is that there may be some problems with the focus on the 
10-year window that is part of the effective analysis of the Con-
gress since many of the problems are really just becoming more se-
vere after 10 years. So I would ask Congress to consider not just 
the 10-year window, but the longer horizon implications of their 
policy decisions. 

Would they have benefits for today? I think that a credible plan 
put in place that would strengthen the view that the United States 
would be fiscally sustainable in the longer term, it would have cur-
rent benefits in terms of lower expected tax rates, greater con-
fidence, and perhaps lower interest rates. 

Chairman BACHUS. Thank you, Chairman Bernanke. Chairman 
Bernanke, you are a member of the Financial Stability Oversight 
Council (FSOC), which is charged with responding to threats to fi-
nancial stability and mitigating the problem of too-big-to-fail. The 
Economist recently published a piece on the Dodd-Frank Act enti-
tled, ‘‘Too Big Not To Fail,’’ which noted that there is never more 
apparent risk that the harm done by the massive cost and com-
plexity of its regulations and the effects of its internal inconsist-
encies will outweigh what good may come of it. 

Will the Financial Stability Oversight Council consider the threat 
to financial stability that the cost and complexity of Dodd-Frank 

VerDate Nov 24 2008 18:30 Nov 19, 2012 Jkt 075075 PO 00000 Frm 00015 Fmt 6633 Sfmt 6633 K:\DOCS\75075.TXT TERRI



12 

poses to the financial system and offer advice on how to minimize 
that cost and complexity, and how do you view the Fed’s role in 
that process? 

Mr. BERNANKE. Yes, Mr. Chairman. I have actually been quite 
pleased with the functioning of the FSOC. We have met regularly. 
The meetings involve essentially every principal, who come to every 
meeting. We have good discussions, and between the formal meet-
ings, we have extensive discussion among the senior staff of the 
various agencies. So, there has been a lot of interaction. 

I think there are a lot of benefits to coordination. We have talked 
to each other about making sure our policies are as consistent as 
possible, that they provide a level playing field and obviously, 
where we can avoid redundancy and successive complication, we 
want to do that. 

At the Federal Reserve’s level, we support the basic goals of 
Dodd-Frank, which are to create a more macro-prudential approach 
to supervision to make sure that we are looking for systemic risks 
as well as risks to individual institutions, to make sure that our 
large institutions have more capital, more liquidity, and are better 
supervised. All those are the key goals. We understand that the 
specifics of the regulations make a big difference. It is very impor-
tant to make sure that we get the best result for the least burden. 
And we have a process of both comments, consultations, and of 
course cost-benefit analyses to try to make sure that we are putting 
out rules that are, on the one hand, effective at reducing the risk 
of financial crisis, but that minimize the regulatory cost; particu-
larly, I would add, for the smallest banks, which are least able to 
deal with those costs. 

Chairman BACHUS. Thank you very much. 
Ranking Member Frank? 
Mr. FRANK. Mr. Chairman, thank you for that implicit refutation 

of the notion that the financial reform bill is causing people all of 
these terrible problems. I should point out, by the way, that its bi-
partisan nature has not been fully understood. In addition to your-
self, one of the major contributors to that bill was another ap-
pointee of President Bush whom I greatly admired, Sheila Bair, 
who was head of the FDIC. I was at the Treasury Department and 
noted the portrait of Hank Paulson that has gone up in which a 
write-up that obviously was with his approval at least, noted his 
having initiated many of the reforms that wound up in the finan-
cial reform bill. So Mr. Paulson, who was also there. 

I do want to go back again to the deficit, because the chairman 
said to me, yes, he agrees it should be the military, but again he 
only talks about the entitlements. And when you talk about the 
level of reduction we need, if you are going to get that all out of 
Social Security and Medicare and not go elsewhere, you are going 
to be doing damage. And I believe you start with overseas military 
expenditures that are quite excessive. Let me just ask you from an 
economic standpoint, given the importance of a longer-term policy 
to produce a deficit, from a purely economic standpoint, there are 
policy preferences that I know you don’t want to get into, but from 
the purely macroeconomic standpoint, would it be greatly different 
if those came from, say, reducing the cost of living increases, Social 
Security or restricting Medicare, or from some change in the Tax 
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Code at the upper levels of income? Would there be any macro-
economic difference? 

Mr. BERNANKE. From a macroeconomic perspective, the main 
thing is to achieve sustainability, which means that deficits come 
under control, and debt to GDP ratio— 

Mr. FRANK. So it didn’t make that much difference which way 
you did it from the macroeconomic standpoint? 

Mr. BERNANKE. Of course, it is important to make good decisions 
about how you spend your money. 

Mr. FRANK. I appreciate that, but I just want to go back to this 
question of the dual mandate and the notion that somehow you 
really can’t do much about employment. You repudiate that, and I 
think you have not just done this rhetorically; you have done it in 
practice. About a year ago, two very distinguished economists, Alan 
Blinder and Mark Zandi, did a paper about how the Great Reces-
sion was brought to an end. Now, Mr. Blinder was a Democrat. He 
was the Vice Chair with you at the Fed, but Mr. Zandi has been 
bipartisan, and let me quote from them. They talk about aggressive 
fiscal and monetary policies that not only averted a Great Depres-
sion but are resulting now in the beginnings of a recovery. When 
we divide these into two components, one attributed to the fiscal 
stimulus and other to financial market policies, including the Fed’s 
quantitative easement, we estimate that the latter was substan-
tially more powerful than the former. In other words, this assess-
ment of how we did better says that monetary policy and things 
within the jurisdiction of the Fed were even more important than 
the stimulus, although they thought the stimulus was important. 
So this effort to denigrate the role you can play in that seems to 
be greatly mistaken. 

I also have handed out a chart to the press, and I would ask peo-
ple who have a copy to look to page 17 of your report. And there 
is a chart on the bottom, ‘‘Net change in private payroll employ-
ment, 2005 to 2012.’’ It measures monthly job loss. The nadir of 
this, the lowest point, the worst monthly job loss comes in early 
2009, in other words, just after the change in Administrations. And 
you then are beginning, and I would say this looks like February 
or March of 2009, you get one of the steepest rises I have ever 
seen. You get a very substantial, an almost vertical increase in em-
ployment that takes place. You have a drop of the numbers losing, 
and then it hits, in early 2010 it goes into a positive thing. It levels 
off. I think that Europe was part of the problem, and then it starts 
to rise again. And I would note not only does this show a very sig-
nificantly—it shows the worst employment position was right 
around the time of the changes in Administrations, but very sub-
stantial increases beginning with early 2009, and a point now 
where the monthly increases in 2012 are equal to what they were 
in 2005. We have come back now. The total losses were so great 
during that period below the line that we haven’t yet undercut it. 

I would also note that you correctly point out that while we have 
done very substantial improvements in the private sector, not yet 
what we want, that has been diminished somewhat by reductions 
in State and local government. And the fact is if State and local 
government had been even, no gains, but hadn’t lost over half a 
million, then unemployment would now be under 7 percent. 
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Now, let me ask you because we are moving along. As I see it, 
one of the major problems we have—and I guess I won’t even ask 
you to comment. I will say this. I think I am reflecting what you 
said, that one of the major obstacles or the major problems that 
might keep us from a continued upward trend, which is a good 
trend, although slower than we would like, would be troubles in 
Europe. I should just note, I think the role that you and your agen-
cy have played in helping to get Europe to avoid greater troubles 
has been very helpful. And I think it is striking that you were get-
ting criticism, particularly on the Republican side, but some from 
people on the left for a series of very constructive actions. 

So I just wanted to express my support for what you have been 
doing with the swap agreement, and in other ways, because the 
greatest threat to the American economy at this point is in Europe. 
I should note, by the way, thanks in part to what we have been 
doing here where there are problems, the American economy, I 
think, is the best performing economy of the developed world right 
now of any size, and you have been helping that. And the attacks 
on what the Fed has been doing to try and keep you from con-
tinuing to encourage the right kinds of things in Europe are about 
as disastrous a prescription for American policy, and I hope you 
will continue to ignore them. 

Chairman BACHUS. Dr. Paul? 
Dr. PAUL. Thank you, Mr. Chairman. Mr. Bernanke, if you don’t 

mind, would you tell me whether or not you do your own shopping 
at the grocery store? 

Mr. BERNANKE. Yes, I do, sir. 
Dr. PAUL. Okay, so you are aware of the prices. This argument 

that the prices are going up about 2 percent, nobody believes it. In 
the old CPI, it says prices are going up about 9 percent so they be-
lieve this. People on fixed incomes are really hurting. The middle 
class are really hurting because their inflation rate is very much 
higher than the government tries to tell them, and that is why they 
lose trust in government. But this whole idea about prices and 
debasement of currency, if you loaned me $100, and 2 years from 
now I gave you $90 back, you would be pretty upset. But we pay 
that money back and it is worth 10 or 15 or 20 percent less, and 
nobody seems to be able to do anything about it. It is very upset-
ting. But it is theft if I don’t give you your full $100 back and you 
loan me $100. I am stealing $10 from you. So somebody is stealing 
wealth and this is very upsetting. But in January, at one of your 
press conferences, you said that—you sort of poked a little bit of 
fun at people to downplay the 2 percent inflation rate, but if you 
say it is 2 and I say it is 9, let’s compromise for the sake of argu-
ment; it is 5 percent. You said that it doesn’t hurt you unless you 
are one of those people who stick the money in the mattress. But 
where are you going to put it? Are you going to put it in a CD and 
not make any money at all? So this doesn’t make any sense. It 
doesn’t encourage savings. And it just discourages people. 

But I do want to make a point about prices, because prices go 
up. That, to me, is not the inflation. It is one of the bad con-
sequences of the inflation which comes from the increase in the 
money supply. And that is one of the bad effects. But you took over 
the Fed in 2006. I have a silver ounce here, and this ounce of silver 
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back in 2006 would buy over 4 gallons of gasoline. Today, it will 
buy almost 11 gallons of gasoline. That is preservation of value. 
And that is what the market has always said should be money. 
Money comes into effect in a natural way, not in edict, not by fiat 
by governments declaring it is money. 

But why is it that we can’t consider, the two of us, an option? 
You love paper money. I think money should be honest, constitu-
tional, it is still on the books, gold and silver legal tender. Why 
don’t we use it? Why don’t we allow currencies to run parallel? 
They do around the world. One of my options, as much as I would 
like to do something with the Fed, I say the Fed is going to self- 
destruct eventually anyway when the money is gone. But why 
wouldn’t we legalize competing currencies? Why couldn’t people 
save, put this in a mattress, and get 4 or 5 times as much of the 
value in a few years. So the record of what you have done in the 
last 6 years is to destroy the value of real money, of paper money, 
at the same time real money is preserved. 

But a competing currency—we already have a silver eagle. It is 
legal tender for a dollar, and some people say well, it is legal ten-
der. It is a dollar. It is on the books and they use it and they get 
into big trouble. The government comes and closes them down. You 
can get arrested for that. But what would be wrong with talking 
about parallel currency, competing currencies? This is something 
that Hayek talked about, something that I think would be a com-
promise and that we could work along those views. 

Mr. BERNANKE. First of all, it is good to see you again, Congress-
man Paul. Just one word on inflation. Of course, those numbers are 
constructed by the Bureau of Labor Statistics, not by the Fed. They 
are independently constructed, and I think they are done in a very 
serious and thoughtful way. 

On alternative currencies, nobody prevents you from holding sil-
ver or gold if you want to. It is perfectly legal to do that, and it 
is also perfectly fine to hold other currencies, euros or yen or what-
ever else. So in that respect, you can do that and I would be happy 
to talk to you about— 

Dr. PAUL. But Mr. Chairman, that is not money. When you pay 
taxes to buy a coin or you have capital gains tax, when it is not— 
if you have to settle a lawsuit, it is always settled in depreciating 
Federal Reserve notes. It is never settled in the real contract. So 
that is nothing near money when it is illegal to use it. But to do 
it, you would have to repeal the legal tender laws. You would have 
to legalize this. You would have to get rid of the sales taxes, you 
would have to get rid of the capital gains taxes. People even in 
Mexico, they are talking about this. They are trying to have com-
peting currencies. They have been wiped out too many times with 
inflation, and wiped out the middle class. They are allowing people 
to start to save in a silver currency. 

So I hope we move along in that direction because there 
shouldn’t be any overwhelming changes all of a sudden that there 
could be a transition so people could vote on it. Maybe they will 
give up on the Federal Reserve note and vote for real money. 

Mr. BERNANKE. I would be very happy to talk to you about it. 
Dr. PAUL. Thank you very much. 
Chairman BACHUS. Thank you. 
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Ms. Waters? 
Mr. FRANK. Mr. Chairman, can I just make an announcement for 

the Democratic Members? We are going to follow the policy on our 
side. Obviously, we won’t be able to get to everybody here. The 
committee is too big. I wish it wasn’t. But our policy will be when 
Mr. Bernanke comes back for his second appearance this year, we 
will begin where we left off. So Members who do not get to ask a 
question today, we will start from there, and they will get to ask 
questions the second time. Thank you. 

Chairman BACHUS. Thank you. We also have some procedures. 
Dr. Paul and Chairman Bernanke are getting along so marvelously, 
Ms. Waters, and we hope you will continue this cordiality. 

Ms. WATERS. Thank you very much. I am interested in housing. 
Everyone agrees that this economy is not going to rebound until 
the housing market is vigorously operating. So I want to find out 
a little bit about what is happening with the servicers and maybe 
something about principal reduction. 

On February 9th, the Federal Reserve assessed monetary pen-
alties totaling $776 million on the 5 largest market servicers pur-
suant to the consumer orders you issued in April of 2010. These 
five servicers also happen to be part of the settlement between the 
State Attorneys General and the Federal Government announced 
on the same day. As I understand it, the penalties paid by the 
servicers, under the consent orders issued by the Fed, can be satis-
fied by loan modifications that they make under the State AG set-
tlement. In other words, unless the servicers fail to comply with 
the settlement with AGs, there will be no monetary penalties for 
servicing violations identified by the consent orders, though we 
don’t know all of the details yet, because the State AG settlement 
terms have not been released. I understand that servicers can sat-
isfy at least some of the requirements of the $26 billion AG settle-
ment by writing down loans, including investor loans, owned loans 
that they service. 

My question is, will servicers be able to use the writedown of 
loans held by investors to satisfy the penalties levied by the Fed 
in response to their unsafe and unsound practices? That is the first 
part of my question. 

Mr. BERNANKE. No, we are part of the overall agreement and by 
participating we helped make it happen. By the way, we just re-
leased our engagement letters and action plans for those companies 
that we oversee. The banks will have to verify that they have re-
duced their own holdings, their own assets by the amount that they 
are taking credit for in the overall holding, and if they don’t meet 
those full amounts, then they will have to pay the rest in cash. 

Ms. WATERS. On the issue of whether to pursue principal reduc-
tion modifications on residential mortgages, your report, your Fed-
eral Reserve White Paper report acknowledges some of the prob-
lems with negative equity, but the report never endorses principal 
reduction as a stabilization strategy. So with that said, I wanted 
to ask you what you thought of the speech by New York Fed Presi-
dent Dudley shortly after your paper came out. In his remarks, Mr. 
Dudley suggested that principal reduction for GSE loans could min-
imize loss of value on the delinquent loans they guarantee, and 
that a shared appreciation approach could help policymakers with-
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out giving certain homeowners a windfall. He also suggests a re-
duction to people who are current on their payment. 

What do you think of the ideas proposed by Mr. Dudley in his 
speech? Does this approach abort some of the problems with prin-
cipal reduction you identified in your report? Couldn’t this shared 
appreciation approach discourage homeowners from defaulting 
when they could otherwise pay their mortgage? 

Mr. BERNANKE. First, the Fed has no official position on principal 
reduction, and we were careful not to make explicit recommenda-
tions precisely because we thought that was the congressional pre-
rogative to make those determinations. We tried to provide a bal-
anced analysis of principal reduction. 

I think it is a complex subject. It is not that we disagree on the 
goals. We want to reduce foreclosures and delinquencies. We want 
to help people who want to move to be able to do that, but there 
are often a number of alternatives in different situations. For ex-
ample, if the idea is just to be able to move, then a short sale or 
deed in lieu might be the most effective way to do it. If the goal 
is to reduce payments, then refinancing at a lower interest rate or 
modification might be the most effective way to do it in terms of 
the dollars spent. 

So I think there are some interesting questions from the perspec-
tive of public policy about what the best way to proceed is, whether 
that is the most cost-effective approach or not. 

Ms. WATERS. We are really interested, many of us, in principal 
reduction. In your report to Congress you note that facilitating 
principal modifications for all underwater borrowers would be too 
costly, but that identifying targeted segments of borrowers who 
would go to foreclosure without principal reduction is too difficult. 
And I won’t go on to talk about what Mr. Dudley said. 

So if you are not supporting principal reduction, and you are not 
talking about how homeowners can get out from under this fore-
closure problem, what are you suggesting we do to improve this 
housing market? 

Mr. BERNANKE. We discuss a whole variety of things in our 
White Paper, though again with the proviso that our goal was to 
provide background analysis that would help the Congress make 
good decisions. For example, we have a big overhang of homes in 
the market. One of the ideas that we have discussed is moving 
REO, that is real estate owned, to rental. That is something that 
the FHFA has begun a pilot program on that is interesting. We 
talked about trying to identify some of the barriers to doing that 
on a large scale. That is one potential direction. 

There are a lot of issues right now with the tightness of mort-
gage standards where people are not able to get mortgage credit, 
even when they meet the GSE standards. So we have talked about 
clarifying the representations and warranties that are part of the 
mortgage contract. FHFA and the GSEs have in fact looked at that 
as well, and I think that could be a constructive step. 

Servicing is an important issue. You referred to, in the begin-
ning, the servicing agreement. Since early last year, we have put 
consent orders on all of the major servicers requiring them to im-
prove their practices to have principal points of contact for indi-
vidual borrowers, to provide more counseling, better controls, and 
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so on. There are a variety of things that can be done. Not all of 
them are congressional. Some of them are our own responsibilities 
as regulators, but some of them would require some congressional 
input. 

Chairman BACHUS. Thank you. Thank you, Chairman Bernanke. 
The vice chairman of the full committee, Mr. Hensarling, is now 
recognized for 5 minutes. 

Mr. HENSARLING. Thank you, Mr. Chairman. Chairman 
Bernanke, in your testimony you describe the recovery as modest 
relative to historic terms. I would note for the record that in this 
Administration, when you add in those who are underemployed, 
those who have left the labor force due to giving up, the true unem-
ployment rate is 15.4 percent. 

Half of all Americans are now classified by the Census Bureau 
as either low income or in poverty, and one in seven now have to 
rely on food stamps. So from the perspective of my constituents, 
the use of the term ‘‘modest’’ is indeed modest. 

I would like to first return to the subject of our structural debt. 
One of the major players in our economy has said, ‘‘The major driv-
er of our long-term liabilities—everybody here knows it—is Medi-
care and Medicaid. In our health care spending, nothing comes 
close.’’ That, of course, was President Barack Obama. 

So I would suggest to the ranking member that when convenient, 
he first debate the President on this subject before he debates us. 

And I would ask this simply, Mr. Chairman. Even if we cut the 
Pentagon by 25 percent, make it 50 percent, have we solved the 
long-term structural debt crisis in our Nation? 

Mr. BERNANKE. You refer specifically to health care. And this is 
an area where costs have been going up much faster than GDP. 
The output of the health care industry is not markedly better than 
other countries. So, clearly, not only for fiscal issues, but also for 
private sector productivity, it is an important issue to address. And 
as a matter of arithmetic, it is true that over time, an increasing 
share of the total outlays to the Federal Government will be going 
to Medicare, Medicaid, and other health-related programs. So it is 
very important to address that. 

Mr. HENSARLING. Thank you. 
On page 7 of your testimony, in dealing with your dual mandate, 

you said the maximum level of employment in an economy is large-
ly determined by nonmonetary factors. In my remaining time, I 
really want to pursue this theme. I certainly agree with the assess-
ment, but I question—after 3 years of the most highly accommoda-
tive monetary policy, I believe, in the history of our Nation—the re-
cent announcement that we will continue this policy for 2 more 
years. 

I note according to your own statistics that public companies are 
now sitting on $2.1 trillion in excess liquidity. Banks have $1.5 tril-
lion of excess liquidity, which seems to suggest that perhaps mone-
tary policy is not the challenge that we have today. 

Recently, the Dallas Fed President, Richard Fisher, made me 
aware of a Harvard business study showing the greatest impedi-
ments to job creation to be taxation, red tape, and uncertainty. A 
recent Gallup Poll of small businesses, of which you may be aware, 
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shows that roughly half believe that health care and government 
regulations are what is causing them not to hire more workers. 

You have job creator after job creator, like Bernie Marcus in 
Home Depot, saying, ‘‘I can tell you today that the impediments 
that the government imposes are impossible to deal with; Home 
Depot would have never succeeded if we tried to start today.’’ 

I would add the voices of just about every small business person 
I have talked to in the Fifth Congressional District of Texas, which 
I represent. 

And so, again, it begs two questions: Number one, the limits of 
the efficacy of monetary policy, and frankly, the risk as well. It was 
brought up earlier that we have retirees who are being squeezed, 
pension funds, savers. You certainly know that community banks 
are feeling squeezed. Many of them are lending out on the risk 
curve. 

And I am very grateful that you have shown your concern and 
anxiety over the structural debt, but to some extent, you are one 
of the major players by creating these artificial rates that I would 
argue mask the true cost of our fiscal folly. And to some extent, by 
keeping rates artificially this low, aren’t you simply postponing and 
exacerbating the problem, particularly the unintended con-
sequences of another asset bubble? Do you share these concerns, 
and how do you balance them? 

Mr. BERNANKE. You raise a lot of good points. First, I do think 
the monetary policy has been constructive in bringing employment 
back toward the maximum employment level. Ranking Member 
Frank pointed out the sharp movement in March of 2009. That was 
exactly the date when we began QE1. Since QE2 in November 
2010, there have been 2.5 million new jobs created. Now, I don’t 
claim credit for all of those jobs; of course, many other factors are 
at work. But I think it has been constructive. 

But you are also absolutely right, that in terms of what long- 
term employment productivity gains can be sustained by this econ-
omy, monetary policy is not the answer to that; the answer is cer-
tainly the private sector but in a partnership with good other eco-
nomic policies, ranging from trade to regulation to education to in-
frastructure to tax code and so on. And all those things are in the 
province of Congress. 

Of course, I certainly agree with you that monetary policy is not 
a panacea, that it could help offset cyclical fluctuations in financial 
crises like we have had, but the long-term health of the economy 
depends mostly on decisions taken by Congress and the Adminis-
tration. 

Chairman BACHUS. Thank you very much. 
Mrs. Maloney? 
Mrs. MALONEY. Thank you. Welcome, Chairman Bernanke, and 

thank you very much for your public service. 
In your testimony today, you had some encouraging points, spe-

cifically that in January, the private sector gained over 260,000 pri-
vate sector jobs and that we have seen over the past 23 months a 
steady gain in private sector employment, over 3.7 million new jobs 
gained. I believe your chart that the ranking member pointed out 
is very graphic. We were losing 700,000 jobs a month when Presi-
dent Obama took office, and we have been moving forward with 
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economic recovery. And I thank you for your leadership, really your 
brave and innovative leadership during this time. 

But we are still facing many, many challenges, including the 
challenge of the long-term unemployed, that seems so persistent 
and deep and strong. Over 40 percent of those who are unemployed 
have been so over 6 months. I would like to know whether you feel 
this is structural, or is this something we can address with im-
proved conditions in our overall economy? 

And I am deeply concerned about the fact that we are facing the 
largest income disparity in the history of our country and that the 
gap seems to be getting larger and larger, and the challenges for 
the middle-, moderate-, and low-income people become stronger for 
them to make progress. The Administration has announced that 
their number one priority is creating jobs, growing our economy. 
What are the things that we could accomplish in order to stabilize 
our economy and create the conditions that would improve the op-
portunity for more job growth? I, obviously, believe in the dual 
mandate. 

Specifically, do you think that at this point in the cycle, we need 
the kind of budgetary tightness or shrinking of the government 
that my friends on the other side of the aisle are advocating for? 
Doesn’t it make more sense in terms of our fragile economy to have 
more fiscal stimulus, to pass the transportation bill, to help create 
jobs and improvements in our economy? 

And again, thank you for your service. 
Mr. BERNANKE. Thank you. 
It is a very worrisome problem, the very high level of long-term 

unemployment. As you say, 40-plus percent of the unemployed 
have been unemployed for 6 months or more, which is the highest 
by far in the post-war period. I think that happened because the 
decline in the economy was so sharp and so severe in 2008 and 
2009 that firms in a panic-stricken mode just cut many, many 
workers, and many of those people have not found work. 

This has a lot of potentially serious long-run consequences. We 
know that if you lose a job, and you are out of job for a long time 
and you find a new job, it will typically be a much lower paying 
job, for example, or a much less secure job. The concern in par-
ticular is that people who are out of work for 6 months or more will 
be starting to lose skills. They will be losing attachment to the 
labor force. They won’t know what is happening in their field or 
their industry. And that is really one reason for urgency, to try to 
get jobs created and try to bring the economy back to a more nor-
mal labor market. So that is certainly something to which we are 
paying a lot of attention. 

There is obviously no easy solution here. You asked about fiscal 
policy, and I have tried to make three points about fiscal policy. 
One, as we have already talked about—that achieving long-run 
sustainability and providing comfort to the public and the markets 
that deficits will come under control over a period of time—is very 
important for confidence and for creating more support for the re-
covery. 

But at the same time, I think you also have to protect the recov-
ery in the near term. Under current law, on January 1, 2013, there 
is going to be a massive fiscal cliff of large spending cuts and tax 
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increases. I hope that Congress will look at that and figure out 
ways to achieve the same long-run fiscal improvement without hav-
ing it all happen one day. So attention should be paid to the— 

Mrs. MALONEY. Mr. Chairman, my time is running out. In some 
ways, monetary policy has replaced fiscal stimulus. And wouldn’t 
the recovery happen faster if we had a better balance between the 
two? Could you comment on the need for more fiscal stimulus— 

Mr. BERNANKE. I think if you do that, it needs to be part of a 
two-handed plan, so to speak. The actions that you take in the 
short run, whether they be infrastructure or education or tax re-
form or whatever they may be, I hope that they are considered and 
wisely chosen. But it is also important that we keep in mind the 
long-term necessity of making fiscal policy sustainable. So you need 
to think about those two things together. 

Mrs. MALONEY. Thank you very much. 
Chairman BACHUS. Thank you. 
The Chair at this time recognizes the Chair of the Subcommittee 

on Financial Institutions, Mrs. Biggert, who has actually done 
some very good work on housing issues, on housing actually. 

Mrs. BIGGERT. Thank you, Mr. Chairman. And I would like to re-
turn to housing for a moment. Today, through FHA and RHS and 
Fannie Mae and Freddie Mac, the Federal Government and tax-
payers back nearly 100 percent—it is in the 90 percent range right 
now—of residential mortgages. Is this healthy for the economy, and 
what are the barriers to private capital reentering the mortgage 
lending and the secondary market for home loans? 

Mr. BERNANKE. You are correct that government-supported agen-
cies are now pretty much the entire securitization market. They 
don’t make all the mortgage loans, but they do securitize and buy 
most of the mortgages in the economy. That obviously is not 
healthy. We would like to have a more diversified system with 
greater private-sector participation. We are not seeing that. 

The reasons are not certain. I think, in part, the private label 
(so-called) mortgage markets are still recovering from the shocks of 
the financial crisis. There is still a lot of uncertainty about where 
the housing market is going, and therefore, the uninsured securi-
ties that are put together by non-GSE securitizers are not yet as 
appealing as they were before. There is still uncertainty about the 
regulatory and legal framework for securitization in the future. So 
there are a lot of reasons, and we need a more diversified system. 

Mrs. BIGGERT. Does Dodd-Frank help or hurt the reentry of the 
private capital into the market? 

Mr. BERNANKE. I think it is important to create more certainty, 
and we are not there yet. There is still a lot of discussion. 

For example, the Federal Reserve and the other agencies are still 
thinking about risk-retention requirements for example, and those 
have not been specified. So it would be helpful to get greater clar-
ity. 

It would also be helpful to get greater clarity about what the 
long-run housing market or mortgage market structure will be. 
There has been plenty of discussion in this committee about GSE 
reform, about covered bonds and other types of structures, but 
there is still a lot of uncertainty about which way that is going to 
go. 
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Mrs. BIGGERT. Thank you. 
And then I go on to another question. The Dodd-Frank effective 

date for the Volcker Rule is July 21st. And we have heard that reg-
ulators think it is a daunting task to complete that by then. Do you 
have any plans to phase in implementation of the Volcker Rule? 

Mr. BERNANKE. Yes. The statute allows for a 2-year transition 
period. And so, we will certainly be giving institutions adequate 
time to adjust and adapt to whatever rule is put out. 

Mrs. BIGGERT. Thank you. I have heard from some of my con-
stituent insurance companies that Fed staff has been deployed to 
insurance companies. What is the purpose of their presence, given 
that the insurance companies are regulated by the States? Is the 
Fed simply increasing its insurance expertise, or does Dodd-Frank 
give the Fed the authority to regulate insurers? 

Mr. BERNANKE. No, we don’t have any authority to regulate in-
surers, unless in the future, a systemically critical insurance com-
pany is so designated by the FSOC. That has not happened yet. I 
am not quite sure what you are alluding to. It could be that there 
have been some discussions to give us a better insight into the in-
dustry. 

Mrs. BIGGERT. What I am alluding to is that there have been in-
surance companies where 10 of your staff members have kind of 
moved in and taken up residency, and they don’t exactly know why 
they are there. 

Mr. BERNANKE. I will find out, and I will communicate with you. 
Mrs. BIGGERT. I appreciate that. 
And what kind of discussions are you or your staff having with 

the new Federal Insurance Office (FIO), which was designated to 
be a Federal insurance expert on national and international issues? 

Mr. BERNANKE. We have been interacting with them on the 
FSOC, the Financial Stability Oversight Council, and our staff has 
been interacting in that respect. On your previous question, it 
could be that the insurance companies in question are thrift hold-
ing companies because they hold thrifts, in which case we would 
have actually some oversight. 

Mrs. BIGGERT. All right. Thank you. 
I yield back, Mr. Chairman. 
Chairman BACHUS. Thank you. 
Ms. Velazquez? 
Ms. VELAZQUEZ. Thank you, Mr. Chairman. 
Chairman Bernanke, while credit conditions for small businesses 

have improved over the past year, the number of small dollar 
loans, loans of $250,000 or less, remains below pre-recession levels. 
And as you know, these are the type of loans that are important 
to early stage and start-ups. Do you think credit availability for 
these loans will ever fully rebound to the high water mark set in 
2007? 

Mr. BERNANKE. I think there are a number of reasons why the 
number of loans being made is lower. First, given that the economy 
isn’t that strong, the demand for loans is not quite what it was. 

Second, of course, lending standards have tightened since before 
the crisis, and some of that is appropriate, because as you know, 
credit standards were on the whole too easy before the crisis. So 
there are some reasons why lending has fallen, which no doubt will 
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improve over time. But I think it is still the case that the pen-
dulum has swung a little bit too far, and we are certainly working 
with banks, particularly small banks. And I will reiterate this point 
that it is incredibly important for banks to take a balanced ap-
proach and for examiners to take a balanced approach so that, on 
the one hand, they make safe and sound loans, but that they also 
make loans to credit-worthy borrowers because they are so impor-
tant for our communities and our economy to recover. 

Ms. VELAZQUEZ. If you look at the type of loans that banks are 
making, they are the big loans, because they are the profitable 
ones. So, in that regard, this is why we passed the small business 
lending bill where the Feds were lending community banks money 
that they used to pay TARP money back, but they didn’t make the 
loans that we were expecting them to make. So given that scenario, 
do you think that it is still an important and meaningful role for 
the Federal Government to play in providing lending programs that 
will fill that gap that exist for the private sector? 

Mr. BERNANKE. The Fed has had a good relationship with the 
SBA, the Small Business Administration, and there were some ad-
ditional provisions during the crisis that gave them more flexibility 
and more funding. That might be an area worth looking at. 

Ms. VELAZQUEZ. Under your leadership, the Fed has significantly 
increased its commitment to transparency, holding more press con-
ferences and releasing interest rate forecasts for the first time in 
its history. While these policy tools are good for the financial mar-
kets and most big firms, they are of limited use to the general pub-
lic. Would you consider releasing guidance for households and 
small businesses after FOMC meetings on what changes to mone-
tary policy means to them? 

Mr. BERNANKE. That is an interesting idea. We have of course 
many speeches, and I am here giving a report to Congress about 
monetary policy. 

I would like to think about what that would look like. But obvi-
ously, we are trying to communicate to the general public. I have 
been on some TV programs and the like. And in fact, later this 
spring, I will be giving lectures at George Washington University, 
which will be available to anybody online, about the Fed and the 
financial crisis. So we are working to improve our communications, 
and your suggestions are more than welcome. 

Ms. VELAZQUEZ. Thank you. 
Thank you, Mr. Chairman. 
Chairman BACHUS. Thank you. 
Mr. McCotter? 
Mr. MCCOTTER. Thank you, Mr. Chairman. 
First, just a quick note, we heard much talk about the Wall 

Street reform bill and we will continue to, and it was said that the 
bill was bipartisan and that the nature of that should not be over-
looked. I would just like to point out for the record that the bill is 
so bipartisan it is called Dodd-Frank. 

Mr. Bernanke, thank you for being here today. In your testi-
mony, in your written remarks, there are some things coming from 
Michigan, a very hard-hit State that is struggling to come back in 
this stagnant economy, there are some things that bear repeating 
on page, I believe, 2: ‘‘The economy appears to have been growing 
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during that timeframe at or below its long-term trend. Continued 
improvement in the job market is likely to require stronger growth 
and final demand in production. Notwithstanding the better recent 
data, the job market remains far from normal. The unemployment 
rate remains elevated. Long-term unemployment is still near 
record levels, and the number of persons working part time for eco-
nomic reasons is very high. 

‘‘Fundamentals that support spending continue to be weak. Real 
household income and wealth were flat in 2011. And access to cred-
it remained restricted for many potential borrowers. Consumer sen-
timent, which dropped sharply last summer, has since rebounded 
but remains relatively low.’’ 

Now, two questions, and then I will be quiet and listen. The first 
is in terms of the credit still not getting to potential borrowers, 
what specifically do you think the reason for that is, and what do 
you think would be specifically done about it if not by you? I can 
understand why you can’t discourse on that. 

And finally, my concern is that—just a question about how this 
operates. It says here on page 6 that the target range for the Fed-
eral funds rate remains at zero to a quarter percent. Now, when 
that type of rate remains in effect, does that have an effect on the 
personal savings interest rates that individuals who bank get? And 
if that is the case, somehow that stops them from getting a higher 
rate of return, would that not constitute them essentially sub-
sidizing the operations to try to get money to, say, the banks or to 
other people, who are still not getting the credit, which then leads 
to the horrible things that I started off my remarks with? 

Mr. BERNANKE. On the latter point, we are certainly paying at-
tention to the effects of low interest rates, not only on savers but 
on other financial institutions and the like. The banks complain 
about the low interest rates. They say that reduces their net inter-
est margin, so it is not a profitable thing from their perspective. 

I would say from the point of view of savers, though, for most 
savers, I think, on average, something less than 10 percent of all 
savings by retirees is in the form of fixed-interest instruments like 
CDs. Remember, people also own equities. They own money market 
funds. They own mutual funds. They have 401(k)s and a variety of 
things. And those assets are assets whose returns depend very 
much on how strong the economy is. And so, in trying to strength-
en the economy, we are actually helping savers by making the re-
turns higher, as we can see has happened in the stock market for 
example. 

Mr. MCCOTTER. That is a very important point. 
I personally don’t subscribe to the fact that just because it is 10 

percent, that would mean it was okay to have their rate of return 
artificially lowered. And I think that what you are saying then is 
that, yes, they are subsidizing this, but in the long run, it is better 
for them because you believe this will lead to economic growth. Al-
though, again, and we will get to the second part of my question, 
that very much remains in doubt; doesn’t it? 

Mr. BERNANKE. The economy has been recovering, and I believe 
monetary policy is set appropriately to help the economy recover. 
Again, you can’t get good returns in the economy unless you have 
growth. The other thing, as you know, is we have set an inflation 
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target, and we are committed to keeping inflation low and stable. 
And that, also, of course, is good for savers because it is the infla-
tion adjusted return that matters in the end. 

Mr. MCCOTTER. If I can, and we can skip the first part of the 
question because they are interrelated. So, in short, it is almost as 
if you decided that you are going to invest what their potential in-
terest rates return would have been into your recovery for the econ-
omy. And again, it may be recovering, but by your own admission, 
it is either at or below long-term trends. We still have trouble get-
ting money down into the hands for people for credit, into the 
hands of people who can grow this economy and get jobs back. And 
the long-term prognosis is not particularly good for unemployment 
rates dropping in a precipitous fashion any time soon. That doesn’t 
necessarily sound like a very good investment if I am saving and 
you are spending my money on recovery. 

Mr. BERNANKE. We are not spending anybody’s money. It is argu-
able that interest rates are too high, that they are being con-
strained by the fact that interest rates can’t go below zero. We 
have an economy where demand falls far short of the capacity of 
the economy to produce. We have an economy where the amount 
of investment and durable goods spending is far less than the ca-
pacity of the economy to produce. That suggests that interest rates 
in some sense should be lower rather than higher. We can’t make 
interest rates lower, of course; they can only go down to zero. And 
again, I would argue that a healthy economy with good returns is 
the best way to get returns to savers. 

On providing credit, I would just make one observation, which 
was the news this morning that bank lending increased last quar-
ter at the fastest rate since the recession. 

Chairman BACHUS. Thank you. 
Also, the housing market declined in I think 19 or 22 major mar-

kets. We are seeing some signs of deflation. 
Mr. Watt? 
Mr. WATT. Thank you, Mr. Chairman. 
I just wanted to let my friend know that the protocol has been 

to name bills after the people who head the committees of jurisdic-
tion, which is why the bill was called Dodd-Frank. We had the ma-
jority in the House and the Senate. When it was split, it was Sar-
banes-Oxley, which he doesn’t like anymore, I guess. Oxley was a 
Republican because we were in the majority; the Republicans were 
in the majority in the House. So we are following the same pro-
tocol. 

Mr. MCCOTTER. If the gentleman will yield? 
Chairman BACHUS. Of course, you know we didn’t vote for it ei-

ther. 
Mr. WATT. But the name of the bill is voted for as part of the 

bill, and you lost that vote, and nobody has reversed it yet. So any-
way— 

Mr. MCCOTTER. If the gentleman will yield? 
Mr. WATT. Let me get on to what we are here for. 
Chairman Bernanke, one of the problems with setting these hori-

zons out so far is that when you set an accommodative policy hori-
zon out through late 2014, the private sector starts to expect that. 
And if circumstances change, crawling back off that limb could be 
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very difficult from a private sector perspective. What if things do 
change substantially in a different direction? I assume the Fed has 
given itself enough leeway here to say we can go back to a more 
aggressive, less accommodative policy, is that correct? 

Mr. BERNANKE. Yes, sir. The policy is a conditional policy. It 
says, based on what we know now, this is where we think we are 
going to be. But of course, if there is a substantial change in the 
outlook, we would have to adjust accordingly. 

Mr. WATT. Good luck if it does. I know how the private sector 
relies on accommodative policy, but I won’t—we don’t need to go 
any further on that. I just wanted to make sure that everybody 
knows that you can go in the opposite direction; the Fed has the 
authority to go in the opposite direction. 

On page 5 of your statement, you talk about continuing to mon-
itor energy markets carefully. And one of the real uncertainties out 
there is gas prices and the extent to which we rely on gas prices 
as an indicator of how the economy is going and what we can do 
in our own individual lives. Are there really any things that we can 
do as Congress? I know you can’t do anything as the Fed, but are 
there things that we can do? Is there a menu of possibilities that 
we might consider on the energy side? 

Mr. BERNANKE. There are many things that you can debate 
about long-term development of natural resources—hydrocarbons 
and so on. But in the short run, I think the main problems are 
coming from some supply disruptions or some fear to supply dis-
ruptions, particularly Iran. So I think the best thing we could do 
would be to resolve that situation. But obviously, that is well be-
yond my capacity or probably anyone’s capacity. So I am not sure 
what can be done to provide substantial relief in the very short 
term. 

Mr. WATT. I guess President Gingrich is getting ready to tell us 
at some point how to solve this problem, although he didn’t solve 
it when he was the Speaker. Maybe he thinks he can solve it that 
way. 

Let me ask one other question. Europe, obviously, is the major, 
even more major than oil prices is what happens in Europe. Are 
you satisfied that they are taking steps in the right direction to try 
to satisfy their problems, and have we done as much as we can rea-
sonably do to help with that? 

Mr. BERNANKE. They have taken some positive steps recently, as 
I mentioned in my testimony. The ECB had its second long-term 
refinancing operation today, 3-year lending to the banks. They are 
still working on getting the Greek deal done. A number of the 
countries in fiscal trouble had been taking strong steps to try to 
improve their budget balances. There has been some progress on 
a fiscal compact, whereby there will be more coordination among 
countries. But there is still a lot to be done. 

In the short term, there still needs to be more effort on providing 
so-called firewalls that will be financial backstops in case there is 
a default or potential contagion. And in the long run, the real prob-
lem—or a very serious problem that has not been solved—is that 
many of these countries are not only fiscally challenged, but they 
are not competitive. They have large current account deficits, and 
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their costs are too high, and so that is a process that can take a 
long time to fix. 

Mr. WATT. Thank you, Mr. Chairman. I yield back. 
Chairman BACHUS. Thank you. Let me point out one thing about 

energy that we all need to look at, and that is natural gas. I think 
it was in 1985 that we estimated we had 200 TCFs of reserves; it 
is now 2,500. So we ought to take advantage of that price differen-
tial, and I know we do that with natural gas vehicles, but it will 
be a game changer. 

Ms. Hayworth? 
Dr. HAYWORTH. Thank you, Mr. Chairman. 
And welcome, Chairman Bernanke. It is always a pleasure to 

hear from you because you are eminently sane about all these 
issues. 

I have heard from our life insurers and grantors or providers of 
annuities that they are very concerned, as you can imagine, about 
an interest rate squeeze that may occur in the future, that almost 
feels predictable in certain respects. How do you recommend that 
they proceed, that they anticipate the challenges we are facing be-
cause of the way in which we have to have an accommodative mon-
etary policy? 

Mr. BERNANKE. We have had numerous discussions with insur-
ance companies and pension funds and others, and there certainly 
is a problem in the sense that under our current accounting rules, 
their obligations to put money into the fund can be greater with 
low interest rates. And I agree that is a problem and one that we 
have discussed with them. 

Again, going back to my conversation with Mr. McCotter, on the 
other side, we are trying to strengthen an economy that will give 
them higher returns on their portfolios, so it cuts both ways. As I 
have said, I have talked to insurance companies. They recognize 
that low interest rates are not a permanent condition, that at some 
point, the economy will get back to the situation where interest 
rates can be more normal, that we are trying to help the economy, 
that we recognize that there are some side effects of low interest 
rates and that we are attentive to that. But again, our first respon-
sibility is to meet our dual mandate and try to support the econ-
omy and keep inflation near its target. 

Dr. HAYWORTH. A similar question, obviously, could be asked on 
behalf of our community banks who are concerned about their long- 
term loans that are being obviously offered at very low interest 
rates, the same sort of approach, I assume? 

Mr. BERNANKE. Yes. I actually discussed this point in a speech 
I gave a couple of weeks ago at the FDIC. And I made essentially 
the same point, which is that the net interest margin has two 
parts: the difference between deposit rates and safe rates; and the 
difference between safe rates and loan rates. The ability to make 
profitable loans depends on having a healthy economy. And so the 
short-run cost of low rates should be worth it if we can get the 
economy moving again. 

Dr. HAYWORTH. Chairman, if I may, a bit broader question or 
perhaps more of a 30,000-foot question. You have many, many 
times, including here today, pointed out how important it is to have 
Federal policy that reflects the impending crisis that we face in 
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terms of managing the debt and how that weighs on economic 
growth. Do you ever feel as though you are talking past your Ad-
ministration and Congress, that we are talking past each other, 
and somehow you know how can we make your message resonate? 
People like me are very sympathetic to it, obviously. 

Mr. BERNANKE. These criticisms are easy for me to make. I don’t 
have to deal with the politics. And I know they are very, very dif-
ficult. It is always hard to explain to people why you have to tight-
en your belt one way or another. 

I think, on the one hand, that educating the voters is an impor-
tant thing and making sure people understand what the tradeoffs 
are. I think if they understand it, they will be more sympathetic 
to the tough choices that we face as a country. But I also think that 
there is some scope for bargaining within the Congress. We have 
had some very close calls recently in terms of making progress. 
And we have, as I mentioned before, this fiscal cliff on January 1st. 
That might prove an opportunity to negotiate a better longer-term 
outcome. We will see. 

But I think those are the two directions: one is trying to create 
a framework in Congress for debates, maybe a set of goals, for ex-
ample; and the other is to get the voters on our side by education. 

Dr. HAYWORTH. I sympathize very much, sir, with that point of 
view and have said so myself as well, that it is about education and 
awareness. The fiscal cliff to which you refer would be the enor-
mous tax increase that we face— 

Mr. BERNANKE. We have a number of measures, including both 
tax increases, the expiration of the payroll tax cut, the sequestra-
tion that comes out of the supercommittee negotiations. All those 
things are hitting on the same day basically, and it is quite a big 
impact. 

Dr. HAYWORTH. Thank you for emphasizing how important that 
is, sir, and thank you for your great work. 

I yield back, Mr. Chairman. 
Chairman BACHUS. Very good points, Chairman Bernanke and 

Ms. Hayworth. 
Mr. Meeks, I appreciate your thoughtful questions on every occa-

sion. 
Mr. MEEKS. Thank you, Mr. Chairman. 
Mr. Chairman, I want to pick up where Congressman Watt left 

off. I am on this committee, of course. I am also the lead Democrat 
on the Europe-Eurasia Subcommittee, so Europe is very much on 
my mind. And we just recently came back from a trip over in Eu-
rope where their economy, of course, was much discussed. 

So I would like to ask two questions, because I know I have lim-
ited time, and see if I have any time left after your answer. First, 
given the close linkage between our economies, it seems access to 
the Fed’s swap lines is crucial in times of market tension. And so, 
can you discuss how American companies benefit from the avail-
ability of the Fed swap lines with foreign central banks and the dif-
ficulties U.S. companies and workers would face, if any, if those 
swap lines did not exist? 

Second, could you also tell us, what is the exposure of U.S. finan-
cial institutions to European sovereign debt? And can you cat-
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egorize our financial system’s exposure—or would you categorize it, 
the exposure, as significant? 

Mr. BERNANKE. Very good questions. On the swap lines, Euro-
pean banks do significant business in dollars, so they need dollars 
to conduct that business. They were having a great deal of dif-
ficulty accessing those dollars. About half of those dollars are used 
for making loans in the United States, so they directly affect credit 
availability in the United States and therefore affect households 
and businesses in this country. The rest mostly goes for trade fi-
nance, which helps facilitate international trade and also adds to 
prosperity. So we have a direct interest in having international dol-
lar funding markets work well. And indeed, it creates confidence in 
the dollar that those markets are working properly. The swap lines 
seem to have been very successful. They have reduced the stress 
in dollar funding markets. And it looks at this point that the de-
mand for those swaps is starting to go down as stress has been re-
duced. 

In terms of U.S. financial institutions, we are monitoring that 
very carefully. We have continuously looked at banks’ exposures. 
We are making them do stress tests of their European exposures. 
Our basic conclusion is that the direct exposure, say, of U.S. banks 
to European sovereign debt is quite limited, particularly on the pe-
riphery. Exposure to Italy and Spain is somewhat greater, obvi-
ously, than to the smaller three countries. We think the banks gen-
erally have done a pretty good job of hedging the exposures they 
have to sovereign debt and, to some extent, to European banks. 

They will be reporting this information. The SEC has provided 
some guidance on how to report both their exposures and their 
hedges to the market to the public. So a lot of progress is being 
made there. Having said that, I think if there was a major finan-
cial accident in Europe, the main effects on our banks would not 
be so much through direct exposures as through general contagion, 
flight from risk-taking, loss of faith in the financial system, eco-
nomic stress and so on. 

So I think there is a significant risk, even though we have done 
what we can to make sure banks are managing their direct expo-
sures to banks and sovereigns in Europe. 

Mr. MEEKS. I think that answers my question, but just so it is 
clear, how closely linked would you say that the U.S. and European 
economies are with respect to the U.S. export market and U.S. cor-
porate profits? 

Mr. BERNANKE. We are obviously very integrated. About 2 per-
cent of our GDP is in the form of exports to Europe. So if Europe 
has a significant slowdown, we will feel that. Our companies are 
highly integrated. You think of companies like Ford and GM, which 
produce in Europe as well as the United States. 

However, we do think that if Europe has a mild downturn, which 
is what they are currently forecasting, and if the financial situation 
remains under control, that the effect on the United States might 
not be terribly serious—at least it would probably not threaten the 
recovery—but nevertheless, it would certainly have an effect. 

Mr. MEEKS. One of the things that was also discussed when we 
were over in Europe was the fact that they said that Greece 
equalled about 2 percent of the economy, and they were going to 
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try to keep them so that they wouldn’t have to move the euro. But 
they said if they did and Greece defaulted, that there would not be 
contagion, that they thought it would be pretty much contained, 
and they would move on; they liked what was happening in Italy. 
So I would just like to get from your viewpoint, if Greece was to 
default, do you see the possibility of contagion to Italy, Portugal 
and Spain, or are they such a small part of this that it doesn’t mat-
ter? 

Mr. HENSARLING [presiding]. The time of the gentleman has ex-
pired. So, Mr. Chairman, if you could give a very brief answer. 

Mr. BERNANKE. I would just say that leaving the euro would be 
very difficult, and an uncontrolled disorderly default would create 
a lot of problems. 

Mr. HENSARLING. The gentleman from Illinois, Mr. Grimm, is 
recognized for 5 minutes. 

Mr. GRIMM. Thank you, Mr. Chairman. 
And thank you, Chairman Bernanke, for being with us today. If 

I could switch gears a little bit and ask, obviously, the Volcker Rule 
is a topic of discussion in the financial services industry. And Sec-
tion 619 becomes effective this July. But just last month, the Fed-
eral Reserve governance rule mentioned that it probably wouldn’t 
be implemented, completed until January of 2013. When do you ex-
pect the Volcker Rule to be finalized, and do you expect that there 
will be a re-proposal for public comment? 

Mr. BERNANKE. I don’t think it will be ready for July. Just a few 
weeks ago, we closed the comment period. We have about 17,000 
comments. We have a lot of very difficult issues to go through. So 
I don’t know the exact date, but we will obviously be working on 
it as fast as we can. 

As I understand it, the Volcker Rule includes a 2-year transition 
period starting in July. And as we did, for example, with the inter-
change fee, where we were also late relative to the statute, we will 
make sure that firms have an adequate period of time to adjust 
their systems and comply with the rule. 

Mr. GRIMM. So I am assuming then, that obviously, you are not 
going to be strictly enforcing a rule that is not in place yet? 

Mr. BERNANKE. Obviously. 
Mr. GRIMM. So that does leave some ambiguity and uncertainty 

as to how we are going to treat market-making and underwriting. 
And that I think is the concern for industry, that we are laden with 
so much uncertainty. And I would just emphasize that bringing 
some certainty to the markets obviously should be part of the goal. 

Mr. BERNANKE. It is. Thank you. 
Mr. GRIMM. A question that I have had for awhile, Mr. Volcker 

was unable to really give a clear definition; basically, I will know 
it when I see it. That is as uncertain I think as you can get. Do 
you have a definition of what proprietary trading is? 

Mr. BERNANKE. Proprietary trading is short-term trading in fi-
nancial assets for the purposes of the profits of the bank itself as 
opposed to its customers. That is my best definition. But obviously, 
it is hard to know in every case whether it fits that definition or 
not. 
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Mr. GRIMM. But you believe that is what the regulators will use 
in promulgating the rule and enforcing the rule, something similar 
to that? 

Mr. BERNANKE. The most difficult distinction is between propri-
etary trading and market making. Because in market making, 
firms often have to buy assets, which they hold for a short period, 
and then they sell to a customer. So the question is, did they buy 
that asset for a proprietary purpose, or did they buy it for a mar-
ket-making purpose? We will need to develop metrics and other cri-
teria to distinguish those two types of activities. 

Mr. GRIMM. Switching gears again. I am concerned that the 
President’s proposed budget for 2013 could lead to massive in-
creases in capital gains as much as—I think as much as triple, 
from 15 percent to almost 45 percent. I believe a dramatic rate in-
crease like that will discourage investment and entrepreneurship. 
And I would like—over the long term, I think it would be detri-
mental—your views on increasing capital gains that significantly. 
Do you think it could have a negative effect? 

Mr. BERNANKE. It will be a tax on investment, that is for sure. 
I think I have been advocating at least consideration of doing a still 
more comprehensive type of reform. We have a lot of inconsist-
encies say between the way corporations are taxed and the way pri-
vate individuals are taxed. So, for example, if you eliminate the de-
ductibility for interest at the corporate level and then you still have 
private individuals paying taxes on interest, you are double taxing 
interest as much as you are double taxing dividends. So these are 
ultimately congressional decisions. But I think it would be useful 
to put this all in a broader framework and try to find a reform, 
both to corporate and to individual tax codes, that fits together and 
makes sense from the perspective of achieving both the equity and 
the efficiency goals. 

Mr. GRIMM. From a purely economic point of view, from an econ-
omist point of view, we are seeing that in the U.K., they raised 
their top rate to 50 percent, and in their first month, they actually 
took in less revenue than they did before the increase. Is it logical 
to say that is a possibility and a strong possibility if we were to 
raise our rates substantially that way and see that deduction? 

Mr. BERNANKE. Yes, in the short run, because capital gains peo-
ple can choose when to realize capital gains, and they may decide 
to delay that realization and that could affect that in the short run. 
In the longer run, it might be less elastic. 

Mr. GRIMM. I see my time has expired. I will yield back. Thank 
you very much, Mr. Chairman. 

Mr. HENSARLING. The gentleman from Texas, Mr. Hinojosa is 
now recognized for 5 minutes. 

Mr. HINOJOSA. Thank you, Mr. Chairman. 
Chairman Bernanke, I want to thank you for coming to visit our 

committee and giving us your thoughts. 
I would like to thank you and your staff at the Federal Reserve 

for offering your insights on the drag of the housing market on our 
economy in that recent White Paper. That paper explains that fore-
closures are considered dead weight loss to the economies we have 
heard from, meaning that they cost everyone. They cost the banks, 
they cost the government, they cost families, and they cost society. 
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I think there is no better word for the glut of vacant properties in 
my district in deep south Texas. I think that they are being 
dragged by this dead weight of foreclosed homes and by the 
headwinds of negative equity. 

Project Rebuild would put Americans to work refurbishing and 
repurposing current foreclosed properties to help ease the shortage 
of affordable housing options. So my question is, if programs such 
as the Real Estate Own-to-Rent (REO) Program, the Housing Trust 
Fund, and Project Rebuild were to be enacted and funded, what do 
you predict would be the effect of not only the housing market but 
the rental market? 

Mr. BERNANKE. First, Congressman, I agree that foreclosures im-
pose a lot of costs, not only on the family, the borrowers and the 
lending institution, but also on the neighborhood, the community, 
and the national housing market, so it is very costly. 

I am not all that familiar with the specific programs you are re-
ferring to, but we have discussed in the White Paper the idea of 
REO-to-rental. It would seem to make sense to remove any artifi-
cial barriers to letting the market do what the market seems to 
want to do—which, given higher rents and low house prices, it 
seems like it would make sense to take some of those empty houses 
and put them up into rental. 

As you know, the GSEs are doing a pilot program to see if that 
will work. The issues have to do with whether there are enough 
foreclosed homes within a local area; is there financing available 
for mass purchases of homes? Are there supervisory restrictions on 
banks that would prevent them from doing so? I think there are 
some barriers that we can remove that might make this economic— 
we might see even the private sector undertaking this, and part of 
that would be refurnishing—refurbishing and repairing dilapidated 
homes. 

Mr. HINOJOSA. The biggest barrier that I see has been the lack 
of community banks giving loans to those who want to carry out 
those programs. 

But let me move to another question that is of great interest to 
me. I serve as ranking member of the Higher Education Sub-
committee, and I am deeply concerned about the cost of higher edu-
cation and the ever-increasing amount of debt that our students 
are being burdened with. Last year, students received more than 
$100 billion in college loans for the first time ever, and the total 
outstanding college loans are projected to surpass $1 trillion. Stu-
dent debt now exceeds credit card debt for the first time, and re-
cently, default rates from college loans have jumped up. I would 
like to hear your insights on the possible effects of such unprece-
dented student college loan debt on our economy and the possibility 
of a student loan bubble crisis here in our country. 

Mr. BERNANKE. Student loans are becoming a very large category 
of loans. My son in medical school recently informed me that he ex-
pects to have $400,000 in debt when he graduates from school. I 
don’t know about a bubble, per se, because going forward, most of 
the new lending is being done by the Federal Government. 

Now, there could be, of course, losses that might affect the tax-
payers if that program is not adequately managed, so I think it 
does require some careful oversight. On the one hand, it is good 
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that people who don’t have the means can obtain the means to go 
to school; that is important. And student loans play an important 
role in that respect. 

But one might consider whether there are ways of tying repay-
ment to financial conditions, for example, as a share of income 
earned or with discounts for certain types of service. There are var-
ious ways to look at how to repay student loans that might better 
adjust the cost of the loans to the capacity of the student. But stu-
dent loans are a good thing in principle, but obviously, the program 
has to be well-managed, and it has become increasingly a Federal 
responsibility to do that. 

Mr. HENSARLING. The time of the gentleman has expired. 
The gentleman from Texas, Mr. Canseco, is now recognized for 

5 minutes. 
Mr. CANSECO. Thank you, Mr. Chairman. 
And Chairman Bernanke, thank you very much for being here 

with us today. Our Nation’s fiscal health is in very bad shape and 
only getting worse as Medicare and Social Security begin to absorb 
all of the Baby Boomers who are entering into the system. And 
former White House Budget Director Alice Rivlin and Senate Budg-
et Chairman Pete Domenici recently said that while the President’s 
budget stabilizes debt over the next decade, the real problems arise 
thereafter, as entitlement costs spiral out of control and revenues 
are inadequate to deal with a wave of retiring Baby Boomers. You 
said before that Congress needs to act now to put our fiscal house 
in order. So would you agree that in order to do that, Congress 
must address the unsustainability and pending insolvency of Medi-
care and Social Security? 

Mr. BERNANKE. I noted earlier that the current budgeting proce-
dures focus on the next 10 years, but many of the most serious 
problems occur after 10 years, and they do include entitlements as 
one major category of spending. So I urge Congress in thinking 
about this not to be artificially constrained by the 10-year budg-
eting window, but to be thinking even longer term, because the 
longer in advance you can make changes, the more time there will 
be for people to adjust to them and the easier it will be politically. 

Mr. CANSECO. Excuse me, I don’t mean to be putting words in 
your mouth, but your answer is, yes, we need to address that? 

Mr. BERNANKE. Particularly on the health care side, I think costs 
are very high. 

Mr. CANSECO. And in your opinion, was the budget passed by the 
House of Representatives last year a serious effort to address our 
Nation’s long-term fiscal health? 

Mr. BERNANKE. I hope you will forgive me if I don’t get into a 
political debate like that. Those are Congress’ decisions. My role 
here I think is to try to encourage you to address the long-run sus-
tainability issue. 

Mr. CANSECO. And I hope I am not putting you in a political yea- 
or-nay type of situation, but I highlight the words ‘‘serious effort.’’ 
It has to be addressed. 

Would you say that any legislative effort to deal with our Na-
tion’s long-term fiscal health that doesn’t address Medicare and So-
cial Security is not a serious proposal? 
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Mr. BERNANKE. It is a fact that health care costs, Medicare and 
Medicaid in particular, are going to become an increasingly large 
part of the Federal budget, and that unless you are willing to have 
the government be a much bigger share of the economy than it is 
now, ultimately those programs would basically squeeze out the 
other components of Federal spending. 

Mr. CANSECO. And we will ultimately see a situation where our 
entitlement programs are 90 or 80 percent of the budget, and the 
rest we will have to fight over. To your knowledge, has the Admin-
istration put forward a plan to address the impending bankruptcy 
of Medicare and Social Security? 

Mr. BERNANKE. Again, I think the focus has been on the next 10 
years. The Administration has addressed the long-run issues to 
some extent through some of the aspects of the Affordable Care Act 
that have oversight boards and other kinds of things that would try 
to reduce costs. But obviously, it is still a major challenge for Con-
gress to address health care costs. 

Mr. CANSECO. In your opinion, would you say that the Adminis-
tration’s budget would not seriously address our long-term deficits 
because it does not address our entitlements? 

Mr. BERNANKE. I would just reiterate that the budget they put 
out was for the next 10 years. By definition, if you are only looking 
at the next 10 years, you are not addressing the very long-run im-
plications. 

Mr. CANSECO. Thank you very much. Let me go now to regula-
tions. I don’t know if you read this cover of last week’s Economist 
entitled, ‘‘Overregulated America.’’ It presents a pretty dark por-
trait of our financial system in the wake of ‘‘Dodd-Frankenstein,’’ 
as the article puts it. I think the last sentence of the article just 
about sums it up in ambition is often welcome, but in this case, it 
is leaving the roots of the financial crisis under-addressed and 
more or less everything else in finance overwhelmed. 

Now, Mr. Chairman, Dodd-Frank required that regulators write 
over 400 rules for the financial system, yet over 300 of these re-
main unwritten. Would you agree that this lack of clarity is a hin-
drance on the financial sector? 

Mr. BERNANKE. I think so. We are working as quickly as we can. 
We want to create as much clarity as we can. As you note, some 
of these rules are complex, and it is important to get comment and 
input and to do a good job. 

Mr. CANSECO. So as a follow-up— 
Mr. HENSARLING. The time of the gentleman has expired. 
Mr. CANSECO. Thank you, Mr. Chairman. 
Mr. HENSARLING. The gentleman from Missouri, Mr. Clay, is now 

recognized for 5 minutes. 
Mr. CLAY. Thank you, Chairman Hensarling. 
And thank you, Chairman Bernanke, for your return to the com-

mittee. 
Unemployment is declining and is now at 8.3 percent, the lowest 

in 3 years, and we can get pretty technical in these hearings. But 
my constituents in St. Louis would like to know what we in Con-
gress and you at the Federal Reserve can do to put Americans back 
to work in ways that perhaps we can all understand. What do you 
suggest? 
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Mr. BERNANKE. From the Federal Reserve’s point of view, as you 
know, we have been keeping interest rates low and trying to create 
financial conditions that will foster investment in entrepreneurship 
and demand on the part of consumers, and that should help bring 
the economy back toward a more normal level of functioning. But 
as I said earlier, again, the Fed cannot affect the long-run health, 
prosperity, and productivity of the economy. That is really up to 
Congress. And there is a whole range of policies there, starting 
with fiscal I would say, having a fiscal program that on the one 
hand, achieves fiscal sustainability in the long run, and on the 
other hand, is protective of the recovery, which is still not com-
plete. 

We need to talk about skills. We need to talk about the Tax 
Code, infrastructure, etc., that allows our economy to function at 
its best level. So there is a lot to be done, but I guess I would put 
the fiscal issue first, from Congress’ point of view, and from the 
Fed’s point of view, we are going to pursue our dual mandate. 

Mr. CLAY. Speaking of interest rates, it has been suggested by 
the House Budget Chair that if interest rates remain low until 
2014, this will hurt the dollar. Do you think that is accurate, and 
would it risk fueling asset bubbles? 

Mr. BERNANKE. I would like to make a distinction that is not 
often made. When people say, ‘‘hurt the dollar,’’ there are two defi-
nitions of the dollar. One is the buying power that is the inflation 
rate in the United States. Does the dollar buy more today than it 
did yesterday? The other definition is the dollar versus other cur-
rencies, the foreign exchange value of the dollar. Those are two 
separate concepts. Now, in fact, our policies have been accommoda-
tive since 2008, and on both counts, I think we are doing okay. In-
flation over my tenure as Chairman has been about 2 percent, 
which is lower than previous Chairmen. At the same time, over the 
last 3 years, the dollar in its foreign exchange sense has been up 
and down, but it is roughly where it was 3 years ago. So I don’t 
think that is really a problem, although I think it is important to 
distinguish those two components. 

You asked about interest rates on the second part of your ques-
tion? 

Mr. CLAY. Yes, on refueling the asset bubble. 
Mr. BERNANKE. The bubble. Obviously, that is something that we 

have to pay close attention to. We have greatly expanded our abil-
ity at the Fed to monitor the financial system broadly to take a so- 
called macroprudential approach. And right now, we don’t see any 
obvious bubbles in the economy, but certainly that is something 
that we are going to need to look at and continue to monitor. 

Mr. CLAY. Thank you for your response. And Mr. Chairman, 
many citizens in the Nation are concerned about the rise in gaso-
line prices at the pump, especially the working class. What meas-
ures can the Federal Reserve take to stabilize the recent rise in gas 
prices? 

Mr. BERNANKE. We are concerned about it as well. It has a direct 
effect on inflation, and it is also bad for growth because it takes 
away buying power from households. So it is a real concern for us. 
On the other hand, overall inflation is low and stable, so it is really 
a question of this particular product becoming more expensive rel-
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ative to other products. And again, as I mentioned earlier, the 
main reason for it is the higher price of crude, which in turn re-
lates to a number of factors, but among them is uncertainty about 
supply in Iran and in the Strait of Hormuz and in Africa. So I don’t 
think the Fed can do much about the price of gas. It is more impor-
tant that we try to establish security of supply and also take meas-
ures to continue to reduce demand, and it is important to note that 
the United States has been reducing its dependence because we are 
producing more energy and we are importing less. 

Mr. CLAY. Would you suggest tapping into the reserves? 
Mr. BERNANKE. That is really for the Administration to decide. 

The reserves are typically used for disruptive situations where 
there has been some breakdown in supply chains, like during Hur-
ricane Katrina, for example. It would be of less assistance during 
a situation where there is a long-term supply/demand problem, but 
again that is an Administration decision. 

Mr. CLAY. Thank you. My time is up. 
Mr. HENSARLING. The gentleman from Ohio, Mr. Stivers, is now 

recognized for 5 minutes. 
Mr. STIVERS. Thank you, Mr. Chairman. And thank you to the 

Chairman for coming to testify before us. I appreciate the job you 
do and you have a hard job. I want to ask you about one big-picture 
question, and then talk about some things that are important in 
my district. The big-picture question is, I have been here for 13 
months and I have pretty quickly realized that the only things that 
happen in this town are the things that have to happen. And you 
have heard some really robust debate in this committee about how 
we might solve our fiscal crisis. You have admitted that it is the 
thing that we should stay focused on and I believe the best way 
to fix it is to require it to happen through a balanced budget 
amendment. That doesn’t say how we will balance the budget, but 
it just requires it to happen, and I do believe we can do that in a 
thoughtful way with some relief valves for natural disaster, time 
of war, for only that spending related to those activities. Usually, 
you punt these questions, but I am going to ask you anyway. What 
do you think about a balanced budget amendment as a technique 
for solving our fiscal crisis long term and forcing it to become one 
of the things that has to happen in this town? 

Mr. BERNANKE. In general, I think there is some evidence that 
rules or structures are helpful in getting better fiscal outcomes— 
for example, offsets and things of that sort. I think 1 year might 
be too short a time to demand balance. But over a longer period 
of time with appropriate provisions, some kind of rule—I don’t 
know whether you want to go the amendment route—for the Con-
gress to provide a guidepost both to its own deliberations and for 
the public’s awareness could be a helpful structure to make things 
happen. 

Mr. STIVERS. Thanks for that thoughtful answer. I do want to fol-
low up on a question Mr. Clay just asked, and I asked you this last 
year, but—and I know that the Bureau of Labor Statistics does 
both of your measures that you measure yourself against, unem-
ployment and inflation, and I just want to ask you to continue to 
pay attention to the way they measure things because the unem-
ployment number does not count the people who have dropped out 
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and are no longer looking for work. It also does not account for un-
deremployed folks and as we go through structural changes in our 
economy, I am not asking you to comment because I know you 
don’t do these, but I am worried about the way that they count. 

I am also worried about the way they count inflation because 
when they put together the consumer basket for inflation the re-
duction in the price of housing masking the massive increases in 
commodity prices, including oil and gas, including foodstuffs that 
people buy at the grocery story. And if you think about how the 
people in my district and in the rest of this country manage their 
finances, they lock in long-term rates on their housing through a 
mortgage or a long-term lease and they have a known amount that 
they are going to pay, which changes only a minor amount. The 
thing that changes their real inflation they see is commodity prices, 
the price of gas at the pump, the price of foodstuffs at the grocery 
store. So I know the Bureau of Labor Statistics does that work for 
you, but I learned a long time ago in the military that what you 
measure is what counts and how you measure it counts. So I would 
remind you again to always review the way those things are meas-
ured, and I am not asking you to comment because I know it is not 
yours, but I would like you to pay attention. 

Mr. BERNANKE. Thank you. I would comment that the BLS does 
provide alternative unemployment measures U5 and U6, which do 
take into account discouraged workers and so on. 

Mr. STIVERS. Yes, sir. And so, I would ask you to keep looking 
at those. 

The last thing I want to talk about is community banks. You 
mentioned it in your testimony when you talked about your work 
in the FSOC, and I think we all recognize that community banks 
weren’t the interconnected cause of the crisis in 2008, and that 
they also bear a disparate impact of many of these regulations be-
cause of their size and the fact that they don’t have big compliance 
departments. I will tell you a story, and then remind you to talk 
to your friends at the FDIC and the OCC because I will tell you, 
I have not heard a bad story about Fed regulators from community 
banks, but I have heard several horror stories about the FDIC and 
I will tell you a new one that I heard since the last time we talked. 
There is a community bank that recognized a borrower was in a 
deteriorating position. They asked him to put money in an account, 
sign an agreement with them, a forbearance agreement, but they 
got a year of principal and interest in a restricted account the con-
sumer can’t touch so they know that loan is good for a year. And 
the FDIC came in and asked them to put all of that money towards 
principal and write the loan down and violate the forbearance 
agreement with the customer, and then basically downgraded the 
loan. They know that loan is going to be good for a year, and the 
gentleman’s financial condition may change in that year. They have 
taken responsible action, and the FDIC has forced them to do 
things that I think are irresponsible. 

My time has expired, but I would ask you to go back to the regu-
lators at the FDIC and the OCC and ask them to please not en-
courage our community banks to do things that actually hurt bor-
rowing and hurt our economy. Thank you. 
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Mr. HENSARLING. The gentleman from California, Mr. Sherman, 
is now recognized for 5 minutes. 

Mr. SHERMAN. Thank you. Chairman Bernanke, I want to com-
mend you on everything you have done to keep short and long in-
terest rates as low as possible. We face a difficult circumstance and 
the Fed is doing more than any other agency of government to try 
to get us out of it. 

I will have a question for the record for you on the Volcker Rule 
and applying it to international situations, and my first question 
is about the Society for Worldwide Interbank Financial Tele-
communications, SWIFT. I am the lead Democrat here in the 
House on a bill designed to, in effect, expel Iran from SWIFT. Do 
you agree that allowing Iranian access to SWIFT undermines U.S. 
national security objectives and our objectives in preventing money 
laundering in the financing of terrorism and proliferation, and do 
you think that we can successfully exclude all Iranian banks from 
SWIFT rather than just those Iranian banks that are under EU 
sanction? 

Mr. BERNANKE. I shouldn’t make national security judgments, 
and I won’t. But on SWIFT, I will say that the Fed is one of the 
supervisors of SWIFT. We work with the Bank of Belgium and 
other international supervisors, and my understanding is that it 
would be feasible and it is a very important system because it is 
part of almost every international money transfer that occurs. So 
it could be a real problem for Iranian financial markets or financial 
institutions if they were banned from using it, yes. 

Mr. SHERMAN. Let me assure you that every institution of the 
Federal Government that is typically involved in national security 
policy would like to see Iran as financially isolated as possible, and 
so while you don’t have a national security staff, whether it is the 
Foreign Affairs Committee, the House, the full House, the Senate, 
the State Department, I think you should use your position at 
SWIFT to achieve what is already the national security policy. 

Mr. BERNANKE. We will do whatever Congress instructs us to do. 
Mr. SHERMAN. Turning to another issue, I want to commend you 

for your White Paper on the U.S. housing market. And I think it 
is appropriate for the Fed to comment on the housing sector. There 
is this program of going REO-to-rental, and I think it is important 
that we not sell these homes in such large packages that only huge 
Wall Street firms are likely to bid. I think it is important that you 
sell packages of homes in the same area so that the same manage-
ment company could administer 20, 50, 100 homes, and I think it 
is important that you deal with local investors who have a real 
stake in the local community. I don’t know if you have any com-
ment about all of that? 

Mr. BERNANKE. Only that the FHFA is running a pilot program. 
The tradeoff is you need to have enough homes so that it is eco-
nomical for the management company to maintain them. But oth-
erwise, I think it makes sense not to over-concentrate the owner-
ship. 

Mr. SHERMAN. And I think whatever package you have ought to 
be in the same area. 

Mr. BERNANKE. Certainly. 
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Mr. SHERMAN. Now, we have seen adjustments to the LLPA from 
Fannie Mae and Freddie Mac, the GSEs, and Congress needed to 
fund a couple of months of the lower Social Security tax, so we hit 
another 10 basis points for the next 10 years. Do you see us hurt-
ing the housing market if we go back to that well again and in-
crease the LLPA or increase the guarantee fee that is put on top 
of what home buyers, and home refinancers have to pay when they 
get a home mortgage? 

Mr. BERNANKE. Here is the tradeoff. The benefits of a higher fee 
are, first, the fiscal benefits: reducing increasing profits of the 
GSEs and reducing their call on the Treasury. Another benefit is 
that by raising those fees gradually, you may eventually begin to 
bring private competitors into the market. That is part of the strat-
egy. On the other side, as you point out, if you make it more costly 
to get a mortgage, in the short term that will hurt the demand for 
housing, which is already pretty weak. 

Mr. SHERMAN. Yes, and I would think another decline in housing 
prices, or a failure to stabilize them and get them inching upward 
would be very bad for the economy, at least for the people I rep-
resent. I yield back. 

Mr. HENSARLING. The gentleman from California, Mr. Royce, is 
now recognized for 5 minutes. 

Mr. ROYCE. Thank you, Mr. Chairman. I would like to go back 
to that chart, ‘‘Government Spending as a Share of the Economy,’’ 
and have that posted. The Congressional Budget Office puts this 
together every year, and they project, Mr. Chairman, the point at 
which the general fund transfers to entitlements equal the total tax 
revenue for the Federal Government. And I would just ask you, is 
this projection sustainable? Is this situation sustainable? 

Mr. BERNANKE. No, I don’t think it is. 
Mr. ROYCE. And what impact might continuing on this trajectory 

have in terms of interest rates? Say, for a minute, that the bond 
vigilantes start to turn on us the way they did on Europe based 
upon the projections. What potential impact could that have on cost 
of borrowing? 

Mr. BERNANKE. If market participants are not persuaded that 
the United States is on a sustainable fiscal course, then eventually 
something will give, and that could be a financial crisis. It could 
be something else. 

Mr. ROYCE. And since this is a projected budget, what do we do, 
and what responsibility do we have in order to elevate this issue, 
and get Americans, and get the Congress to realize the necessity 
of dealing with reform on this front? 

Mr. BERNANKE. It is one of the most fundamental responsibilities 
of the Congress and the Administration to manage our finances. 
But as I indicated in an earlier question, it is obviously politically 
very difficult, and that is what you have to confront. Part of the 
problem, I think, is that the public may not fully understand all 
of the issues and they need to be further educated. 

Mr. ROYCE. And that is why I think part of the responsibility lies 
with Congress, part lies with the central bank, and part lies with 
the Federal Reserve in terms of demonstrably explaining to the 
public the consequences of this. And your colleague, Mr. Draghi, 
the head of the ECB, made headlines just last week. He had some 
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very harsh words for member countries of the ECB. He said, 
‘‘There is no feasible tradeoff between economic overhauls and fis-
cal belt tightening.’’ And he had some very damning words also for 
the future of the European welfare state. 

I would like to get your thoughts about Mr. Draghi’s comments, 
and also in light of the 2012 projected deficit for the United States, 
which is 8.5 percent of GDP. I am looking at these numbers for the 
PIIGS nations; it is comparable or maybe a little worse in some 
cases. So looking at what you describe as the sizeable structural 
budget gap under current policy, and looking and beginning to com-
pare that, I would ask structurally, is there any material difference 
between us and these nations, or is it simply that the market has 
turned on Europe, but they haven’t yet turned on us? 

Let me get your thoughts on that front. 
Mr. BERNANKE. There is an important structural difference in 

Europe, in that they have a common monetary policy but they don’t 
have a common fiscal policy. In the United States, if a single State 
is in fiscal distress, Social Security and Medicare payments still get 
made because they are done by the Federal Government. There is 
no equivalent of a Federal Government in Europe, and so part of 
their reform process is seeing to what extent there should be great-
er fiscal union. Overall, it is true that Europe doesn’t have a bigger 
deficit than we do. So that is certainly true. 

All I can say is that Mr. Draghi certainly is right, at least for 
the peripheral countries like Greece, Portugal, and Ireland, which 
really have no alternative but to tighten the belt immediately. 
There may be more flexibility in other countries. 

Mr. ROYCE. Okay, I understand that, but with our debt to GDP 
now over 100 percent, with these comparable short-term annual 
deficits when we look at Europe, with comparable structural defi-
cits, at what point do our general calls for debt reduction become 
more in line with the comments that your counterpart is making? 
At what point do we ring that bell and say the long-term structural 
adjustments have to be made? 

Mr. BERNANKE. You mentioned 8.5 percent. Part of that is cycli-
cal and part of that can be addressed by having the economy re-
cover. Part of it is structural. In other words, it is not going to be 
better once the economy gets back to full employment. So I think 
you have to pay attention to the recovery in the very short run. 
You can’t ignore that. But it is important to create a credible plan 
for long-run sustainability as soon as possible, and that would re-
move a risk to our economy. 

Mr. ROYCE. I agree, but to the extent that you explain this to the 
public, and explain it loudly, more demonstrably, I think that they 
could then understand the need for the structural reforms. At this 
point, I don’t think it is understood. 

Mr. HENSARLING. The time of the gentlemen has expired. The 
Chair now recognizes the gentleman from Massachusetts, Mr. 
Lynch, for 5 minutes. 

Mr. LYNCH. Thank you, Mr. Chairman. And thank you, Chair-
man Bernanke, for your willingness to help this committee with its 
work. In your remarks, I think on page 4, you cited the concern re-
garding the downside risk of the economic outlook that is due to 
stresses in the European banking system and the euro zone in gen-

VerDate Nov 24 2008 18:30 Nov 19, 2012 Jkt 075075 PO 00000 Frm 00044 Fmt 6633 Sfmt 6633 K:\DOCS\75075.TXT TERRI



41 

eral. And I note that recently there was an agreement between the 
Greek Government and private bondholders where the Greek Gov-
ernment will impose a haircut of about a little over 50 percent on 
those bondholders. But I am trying to understand the agreement 
itself. It looks like there is a collective action clause that says once 
a certain amount of the old bonds are redeemed, then the govern-
ment will impose a collective haircut across all of those bond-
holders, and there is a question here—I guess you could say that 
charitably at least, there is a default here. And I guess there is a 
controlled default, and what remains unclear is whether these bond 
swaps will constitute a credit event for some of our default protec-
tion derivatives and whether it will trigger a payout on a credit de-
fault swap on Greek debt. 

And I guess what I am concerned about, even though the amount 
is fairly small, 3 plus billion is still a small number, relatively 
speaking, is what that means to U.S. banks’ exposure to Greek 
debt, and whether or not credit default swaps are still a mecha-
nism for protecting against that event. Does this make you con-
cerned about what those balance sheets look like if there is a rath-
er loose definition now of what a default really is and whether or 
not that protection is actually there? 

Mr. BERNANKE. There is a private sector body that determines 
whether a credit event has happened. And I don’t know what they 
will determine. My guess would be if they invoke the CACs, the 
collective action clauses, and enforce the write-down on all private 
lenders, I think it would be a pretty high probability that body 
would invoke the CDS contracts. So that would be my guess. And 
in terms of U.S. banks, their exposure either hedged or unhedged 
to Greek debt is very small, so I don’t expect any direct impact. But 
it is important to maintain market confidence more broadly both in 
the CDS contract, but also in the idea that whatever happens in 
Greece, so to speak, stays in Greece, and doesn’t spread to other 
countries, and that is why I talked before about the need for finan-
cial firewalls or other protections that will prevent contagion from 
Greece to other vulnerable countries. 

Mr. LYNCH. Okay, so, I guess—what if a decision goes the other 
way? What if they say a default has not occurred and there is no 
payout? I know that is hypothetical. I know that the derivatives as-
sociation probably won’t come out that way, but what if we ended 
up with that scenario? Would that undermine the whole idea of 
this protection? 

Mr. BERNANKE. In some people’s minds, I am sure it would, yes. 
But again, it is up to this group, which obviously is interested in 
maintaining confidence in those contracts to make that determina-
tion. 

Mr. LYNCH. All right, thank you. I yield back. 
Mr. HENSARLING. The Chair now recognizes the chairman of the 

Capital Markets Subcommittee, Mr. Garrett of New Jersey, for 5 
minutes. 

Mr. GARRETT. Thank you, and I thank Chairman Bernanke, and 
I am perhaps your last questioner. I appreciate your stamina for 
being here at this time. What I would like to talk to you about is 
what is necessary in some economists’ view as to get jobs going, the 
economy broadening and what have you, and that is dealing with 
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the money multiplier effect, and for the need for that to expand. 
At least some economists I read say that the decline in the multi-
plier effect is directly related to or has some correlation to the fact 
that the Fed pays interest on reserves, and you are nodding, so you 
know where I am heading on this. 

So the purpose of doing that, to pay interest on the reserves, is 
to do what, create a floor, if you will, right? You have already sort 
of created that floor by what interest rates are now set in the zero- 
bound range. So can you elaborate as to why the Fed continues to 
see the need under the power that it has to pay IOR? 

Mr. BERNANKE. Yes. We have looked at the possibility of not pay-
ing that 25 basis points, 1/4 of 1 percent that we currently pay. In 
the perspective of, would it be beneficial to the economy, the Fed-
eral funds rate is currently around 10 or 12 basis points, or some-
thing like that. So limiting that might lower it further, but obvi-
ously not below zero. 

Mr. GARRETT. Right. 
Mr. BERNANKE. So the stimulative effect, the effect on interest 

rates generally in eliminating that or the effect on credit extension 
would be quite small. On the other side, we have some concerns 
about the effects of the almost zero rates on various financial insti-
tutions like money market mutual funds, and also on the func-
tioning of the Federal funds market itself. We have a weaker guid-
ance from the market in terms of what the funds rate actually is 
because there are fewer participants than there used to be because 
the rates are so low that it doesn’t cover the cost of making the 
market. So we think there are some financial side effects that 
would be negative, that the benefits for the economy would be very 
small, and for that reason, we haven’t reduced the— 

Mr. GARRETT. Am I correct to understand that what you are ac-
tually doing by this is sort of incentivizing the banks, I guess, for 
the reasons that you just said, incentivizing the banks to keep their 
excess reserves at the Fed? 

Mr. BERNANKE. Right. 
Mr. GARRETT. And that would, in my way of thinking about it, 

sort of contract their ability, and outset the multiplier effect on 
their ability then, or their incentive to lend. Isn’t that sort of 
counter to what your policy should be? If you did away with it, I 
understand some of the other ramifications that you just talked 
about, but if you did away with it, there would be less incentive 
for me as a bank to leave my reserves with you and hopefully then 
to lend to a business? 

Mr. BERNANKE. No, analytically you are correct, but quan-
titatively, it is trivial, because against the 25 basis points, the 
banks also have to pay an FDIC assessment. So they are basically 
getting maybe 1/10 of 1 percent return to hold that money with us. 
That is certainly not going to prevent them from making good 
loans. 

Mr. GARRETT. Is that a better—if I am a bank right now say that 
is still a better bet than what I am getting elsewhere, and if you 
did away with that entirely, then would I have an incentive to try 
and find that—I don’t want to use the word ‘‘better’’—investment 
elsewhere? 
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Mr. BERNANKE. It would be a 10-basis point incentive and that 
is pretty small. That is only an overnight rate. It is probably less 
of an effect on the monetary rates. 

Mr. GARRETT. Okay, so if that is the case then it seems that 
would—watching my time here—run counter to what your opening 
statement is as far as the incentive and the effect on the money 
market funds and the rest, since it is only a de minimis amount? 

Mr. BERNANKE. No, because, remember, bank loans are typically 
a year or more, whereas money market funds are mostly under 30- 
day investments. And the Federal funds market of course is an 
overnight market. 

Mr. GARRETT. Another question—I only have a minute here. A 
couple of questions. One, you talked about the situation in Greece 
and what stays there should stay there. One of the concerns about 
it not staying there is the fact that you have an open swap line, 
not just with—not necessarily with Greece, but with Europe. Can 
you just comment briefly as to why we should not be concerned as 
far as the potential for the contagion if things do not stay in Greece 
and things do not stay in Europe, that this swap line may be nega-
tively impacted as the asset values drop over there? 

Mr. BERNANKE. First of all, the swap line has some very distinct 
benefits that I discussed before. 

Mr. GARRETT. I understand those. 
Mr. BERNANKE. And on the cost side, it is a very safe proposition. 

First, our counterparty is the ECB. It is not banks, it is not Greece. 
It is the European Central Bank itself, which in turn is well-cap-
italized and it has behind it the national central banks of 17 coun-
tries. The swaps are also collateralized by euros, and in addition, 
the contracts are such that they pay us back in dollars in interest 
rates determined in advance. So we have no interest rate risk, we 
have no exchange rate risk and we believe that we have no credit 
risk. 

Mr. HENSARLING. The time of the gentlemen has expired. The 
Chair now recognizes the gentlemen from Georgia, Mr. Scott, for 5 
minutes. 

Mr. SCOTT. Thank you very much, Mr. Chairman. Welcome, 
Chairman Bernanke, it is very good to have you here. Let me com-
mend you and the Fed. I think it is very important for us to recog-
nize the achievement and the progress we are making with the eco-
nomic recovery, and I think it is in no small measure due to your 
monetary policy of accommodation and creating credit facilities and 
certainly ensuring liquidity for borrowers. I think that is the real 
core. And unemployment now is going down. We are at 8.3 percent. 
We have come up. We are averaging about 200,000 new jobs each 
month now. We are not bleeding jobs. We are adding them. The 
Dow Jones is still cracking around 13,000. We have come a long 
way, but we are not out of the woods. But I do—it is important for 
us to recognize your contribution in helping us to wade through 
some very troubled waters. 

Let me just ask you about the stringent prudential standards 
under Dodd-Frank, and under Section 165 of Dodd-Frank. You 
were given the opportunity to differentiate among companies on an 
individual basis, or by category, taking into consideration their cap-
ital structure, riskiness and complexity, and of course Congress put 
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this provision in because we expected that you will differentiate be-
tween the largest and most complex bank holding companies and 
those with more traditional activities who also exceed the $50 bil-
lion level in assets. 

Can you tell us, have you yet established, at least conceptually, 
the different categories or tiers of risk subcategories and associated 
enhanced safeguards, including specifically with regard to capital 
that will exist for the bank holding companies that have assets 
larger than $50 billion? 

Mr. BERNANKE. As you know, that is Section 165, 166 of Dodd- 
Frank. We put that out for comment. We are still receiving com-
ment on that, and we have also made public our discussions on the 
Basel capital rules, Basel III. And both of those call for gradated 
application to banks, with the highest application to the largest, 
most complex banks and then obviously less going down. So that 
would be true both in terms of supervisory effort, but specifically 
in terms of capital. As you know, the Basel III involves a capital 
surcharge, and that will be determined by a formula which I be-
lieve we have provided, or at least some variant of it. That will put 
the highest surcharge only at the very top most complex banks and 
then will be gradated down essentially to zero, once you get to 
large but less complex banks. So the capital surcharge and the ex-
tended supervisory oversight will be gradated according to size and 
complexity. 

Mr. SCOTT. Right. Let me just turn for a moment to the Volcker 
Rule as well, and its implication regarding what is happening 
around the world. And let me just add, too, I think your policy of 
the firewall to kind of keep what is going on in Greece in Greece, 
but let me just ask you, how is Spain doing? Is this firewall—I 
think Spain’s situation is probably the next most egregious. Is its 
firewall doing a good job from getting to spread there? 

Mr. BERNANKE. Generally, the firewalls, which are European 
funding to stand as a backstop in case there is contagion, we think 
more needs to be done there and the Europeans I am sure will be 
looking at that and trying to strengthen those firewalls. So I think 
there is more to be done there. But Spain, on the one hand, I think 
is doing better. They have made progress in terms of their fiscal 
consolidation. They are taking actions to strengthen their banking 
system, and their cost of credit has gone down probably in part be-
cause of fundamentals, but also in part because of the ECB’s long- 
term refinancing operations. 

Mr. SCOTT. Now, let me ask you very quickly about the Volcker 
Rule. I am curious as to why you believe it is appropriate to extend 
the jurisdiction of the United States throughout the world in this 
regard. It seems to me that we should at a minimum wait to see 
what other countries are doing in this regard so that we do not put 
the United States capital markets or U.S. investors at risk. Are 
other countries, to your knowledge, planning to adopt an approach 
such as the Volcker Rule? 

Mr. BERNANKE. Not to my knowledge, no. But we are not extend-
ing jurisdiction outside the country, except insofar as that Amer-
ican-based banks will have to follow the rule in their worldwide op-
erations. But we are obviously not going to require European banks 
operating in Europe to obey the rule. 
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Mr. SCOTT. But our banks who are operating will? 
Mr. BERNANKE. Yes. 
Mr. HENSARLING. The time of the gentleman has expired. The 

Chair now recognizes the chairman of the Oversight and Investiga-
tions Subcommittee, the gentleman from Texas, Mr. Neugebauer, 
for 5 minutes. 

Mr. NEUGEBAUER. Thank you, Mr. Chairman. Chairman 
Bernanke, it is good to have you back again. I have two or three 
questions here. One of the things, the G8 central banks have ex-
panded their balance sheets. If you convert all of their currencies 
to dollars to about $15 trillion over the last 2 years, what do you 
see looking forward? How much more expansion in these balance 
sheets in these central banks do you see, and what could be some 
of the consequences of that? 

Mr. BERNANKE. I don’t know what the expansion may or may not 
be. The Japanese, for example, have, again, begun some asset pur-
chases. The ECB has put out again this morning about a half a 
trillion euros of bank lending, but it doesn’t all reflect a larger bal-
ance sheet. Some of it, I think, is sterilized. Each of these central 
banks is dealing in a similar way. In this respect, the Federal Re-
serve is not unusual. It is trying to find ways to provide more ac-
commodation in a situation where interest rates are close to zero, 
and so cutting the basis of the Federal funds rate by 25 basis 
points doesn’t work. All of the central banks in question have simi-
lar tools to the ones we have, including the ability to pay interest 
on reserves, the ability to sell assets, and the ability to sterilize 
their balance sheets so that I think we all have adequate tools to 
withdraw that accommodation and to shrink those balance sheets 
at the appropriate time. I think this is currently where the best ap-
proach, the best available approach is to provide additional finan-
cial accommodation in a world where rates are close to zero, and 
we can’t obviously go below zero. 

Mr. NEUGEBAUER. So keep printing, basically? 
Mr. BERNANKE. I know there has been some debate about the use 

of the word ‘‘printing.’’ It is in fact the case that the amount of cur-
rency in circulation has not been affected by any of these policies. 
What has happened is that the amount of electronic reserves held 
by the banks at the Federal Reserve has gone up by a great deal, 
but they are sitting there. They are not doing much. Mr. Garrett 
raised the question of whether they should be doing more in some 
sense, but so far we have not seen any indication that they have 
proved inflationary. 

Mr. NEUGEBAUER. Another question, does the Federal Reserve 
own gold? 

Mr. BERNANKE. No. 
Mr. NEUGEBAUER. So you don’t hold any gold? 
Mr. BERNANKE. I don’t think so. Maybe a little bit. 
Do we hold gold? Looking to my colleagues there, I don’t think 

so, no. 
Mr. NEUGEBAUER. Somebody asked me to ask you that question, 

so I am— 
Mr. BERNANKE. I am told we have gold certificates. 
Mr. NEUGEBAUER. Gold certificates, okay, and what do we do 

with those? 
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Mr. BERNANKE. They are part of our reserves. 
Mr. NEUGEBAUER. And can you furnish me with how much that 

is? 
Mr. BERNANKE. We will, but what I do know is that the great 

bulk of U.S. gold is held by the Treasury, and not by the Fed. 
Mr. NEUGEBAUER. Okay, thank you. We have been trying to 

track the cumulative effect of the Dodd-Frank Act and, as you 
know, it has about 400 rulemaking requirements in it. Some of 
them you are required to comply with. And recently, we have 
reached a milestone. I think of the 400, we have put out about 140 
of the rules, and so we still are about a third of the way through 
there. It was alarming to find that basically the regulators them-
selves published that it would take about 22 million manhours per 
year to comply with the first 140 regulations. That means we are 
two-thirds of the way through, and so we are obviously headed to 
a lot of compliance hours. It was interesting also to note that it 
only took 20 million manhours to build the Panama Canal. I think 
that most everybody would agree that 20 million manhours spent 
building the Panama Canal created more economic opportunity 
than the 22 million manhours complying with regulations. 

Are you concerned that this level of regulation and this kind of 
burden that we are putting on the markets and the market partici-
pants, is that healthy? 

Mr. BERNANKE. Congressman, I do think it is important to point 
out what we are trying to prevent. We had a terrific financial crisis 
that has cost this country enormous amounts of money and created 
enormous amounts of hardship, and it is certainly worth some cost 
to try to make sure that it doesn’t happen again. Yes, those regula-
tions are costly, but speaking for the Fed, we have taken a lot of 
steps to try to minimize those costs, including bunching, grouping 
rules together in packages so that we can look at the interactions 
among them; doing a lot of cost-benefit analysis; having long tran-
sition periods and so on. So we need to do what needs to be done 
to prevent another crisis, certainly, and of course people can differ 
on how much needs to be done. But we are trying as best we can 
to carry out the statutory obligations that Congress gave us at the 
lowest cost to the industry. 

Mr. HENSARLING. The time of the gentleman has expired. The 
Chair now recognizes another gentlemen from Texas, Mr. Green, 
for 5 minutes. 

Mr. GREEN. Thank you, Mr. Chairman. And I thank you, Chair-
man Bernanke, for being here today. We greatly appreciate your 
attendance, and you always share great information with us. 

Mr. Chairman, FSOC, the Financial Stability Oversight Council, 
has that been beneficial? Do you find it beneficial to meet with the 
other prudential regulators? Could you just elaborate for a moment 
on this, please? 

Mr. BERNANKE. Yes, it has been beneficial. I believe there are 10 
voting members, and we have been meeting on a reasonably fre-
quent basis. And as I mentioned earlier, virtually every principal 
is there at every meeting so the leadership is really there to talk. 
And it has had two other benefits. One is that we have extensive 
staff interactions so there is staff interaction going on between 
meetings which has been very useful. And in addition, while there 
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has always been a certain amount of interagency cooperation, co-
ordination, and joint rules and so on, I think that has really picked 
up and been improved and been helped by the fact that we are 
working together in this FSOC context. So I think it has been help-
ful. 

Mr. GREEN. Is it fair to say that you did not have a similar cir-
cumstance prior to Dodd-Frank, a similar meeting arrangement 
comparable to what FSOC provides? 

Mr. BERNANKE. Not exactly. We did have the President’s working 
group which involved some of the agencies and we did have a lot 
of bilateral and trilateral discussions over various rules. But we did 
not have a single place where all the major regulators got together 
to discuss possible threats to the economy. 

Mr. GREEN. Are these meetings well-coordinated and do they 
take place at the specific times such that this has become a part 
of your agenda? 

Mr. BERNANKE. The meetings are, although on specific dates, 
they are set up by the Treasury. Sometimes it is hard to schedule 
because we want all of these folks to be there, but we have been 
meeting more frequently than quarterly, and again the meetings 
are quite substantive. They usually have both a private session 
where we discuss matters among ourselves and then there is a 
public session as well. 

Mr. GREEN. One additional question on this. With FSOC, are you 
better positioned to deal with systemic risk than you were prior to 
FSOC? 

Mr. BERNANKE. I believe so, because it allows us to take a broad-
er perspective. Each individual agency, for example, if it has an 
issue it is working on, can make a presentation to everybody, and 
we will all be informed about what, say, the SEC is doing on money 
market mutual funds or the insurance people are doing on insur-
ance issues. 

Mr. GREEN. Let’s talk for just a moment about cutting our way 
to prosperity. Is there a downside to cutting our way to prosperity, 
and I am referencing to some extent, cutting to the extent that we 
start to decrease the number of jobs, we are cutting jobs. We talk 
quite often about systemic risk, well, actually stimulus, providing 
a stimulus for the economy, and not wanting to provide too much 
stimulus. But can we also move to a point where we are cutting 
such that we are hurting the economy? 

Mr. BERNANKE. I have expressed concern about what happens on 
January 1st, which would be a major fiscal contraction. I think it 
would pose a risk to the recovery. But what I have advocated is 
sort of a two-point, two-part process, one of which is critically mak-
ing sure that we have a fiscally sustainable path going forward in 
the medium to long term, but that at the same time we pay atten-
tion to the recovery and make sure we don’t snuff it out uninten-
tionally. 

Mr. GREEN. Ranking Member Frank presented a chart from your 
Monetary Policy Report, and this is number 30, and this chart real-
ly speaks volumes about what has happened and what is hap-
pening. If you consider zero terra firma or above water, obviously, 
we were going down fast, sinking. We were falling off a cliff, and 
now we are coming up. In fact, we are back above water, on terra 
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firma. Not where we would like to be, but we are clearly moving 
in the right direction. If down is bad, then up is good. It is kind 
of simple to see where we are here. If down is wrong, up is right; 
if down is worse, up is better. I hate to use this highly technical 
terminology. Some people may not quite comprehend all of what I 
am saying, but I thank you for the chart. 

Mr. HENSARLING. The time of the gentlemen has expired. The 
Chair now recognizes the gentleman from New Mexico, Mr. Pearce, 
for 5 minutes. 

Mr. PEARCE. Thank you, Mr. Chairman. And thank you, Chair-
man Bernanke, for being here today. Mr. Garrett was asking a lit-
tle bit about the European exposure, and you stated that the Euro-
pean banks are pretty sound. Did I hear you correctly that you 
were saying that they have pretty stable— 

Mr. BERNANKE. I was talking about the European Central Bank, 
the central bank. The European banking system is currently being 
asked by the European banking authority to raise a good bit more 
capital, and of course, their liquidity situation is being satisfied al-
most entirely by, or very substantially by the European Central 
Bank rather than by private markets. 

Mr. PEARCE. So that would explain, because I was a little con-
fused. On page 4, you were talking about your continuing to mon-
itor the European exposure of U.S. financial— 

Mr. BERNANKE. Yes. 
Mr. PEARCE. So that would be that. How long have you been 

watching the exposure of U.S. firms to financial—to the European 
financial— 

Mr. BERNANKE. The European situation became prominent about 
2 years ago, so pretty much throughout that period. 

Mr. PEARCE. I guess my question then is about the New York 
Fed that gave primary dealer status to MF Global, and so 2 years 
ago would be somewhere in the timeframe that they were making 
application, in February of 2011 is when they got the application 
done. That is when it was given. And so this watching of exposure, 
MF Global had gone up by $4 billion during that very time period. 
Why didn’t the New York Fed catch this exposure if that was some-
thing you all were concerned about? 

Mr. BERNANKE. Because we are regulating banks and we are 
looking at the banks’ exposure. MF Global wasn’t a bank and we 
weren’t their regulator. 

Mr. PEARCE. But they were taking a look at them. They had to 
take a look at them to give dealer— 

Mr. BERNANKE. But only as a counterparty. They met the criteria 
for size and capital and experience. 

Mr. PEARCE. They had been turned down several times before. 
Mr. BERNANKE. I don’t know. 
Mr. PEARCE. I will tell you, they were turned down several times 

before. 
Mr. BERNANKE. They met the criteria when the New York Fed 

gave the primary dealer status. It has been our goal not to restrict 
the primary dealer status to just a few of the larger institutions. 
We want to have a number of institutions there, and they met the 
standards to be a counterparty to the New York Fed. But again, 
it is not the New York Fed’s responsibility to supervise them. 
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Mr. PEARCE. Okay. You used some fairly significant words re-
garding what is downstream from us if we continue this spending 
by the Federal Government. Didn’t you earlier, in answer to a 
question; in other words, if we keep going, it is going to get fairly 
significant. You used terms that were almost catastrophic. 

Mr. BERNANKE. There is a significant risk that if fiscal sustain-
ability is not achieved within a reasonable period, markets might 
decide it is never going to be achieved, and then we would face a 
crisis of confidence. That is always a possibility. 

Mr. PEARCE. So this spending that we are doing is deficit spend-
ing. You would say it is borrowed money, except that no single 
country has the ability to loan a trillion dollars when we are run-
ning $200 billion, $300 billion deficits. China could lend us the 
money, but with a $6 trillion economy, China doesn’t appear to be 
able to lend $1 trillion, which would be 1/6, every year. So the Fed-
eral Reserve by owning $1.2 trillion in U.S. treasuries is really fa-
cilitating this spending, and it seems like you all have the capa-
bility to give some discipline into the institutions here in Wash-
ington that don’t have the discipline internally. Even if it was only 
a 10 percent reduction, say, we are not going to buy that many 
Treasuries, not going to do that much quantitative easing, or what-
ever method you are using. Why don’t you all say no? 

Mr. BERNANKE. Because our mandate given to us by Congress is 
to try to achieve maximum employment and price stability, and 
that is what determines our interest rate. 

Mr. PEARCE. Maximum employment and price stability, you al-
ready said that we are facing very serious things if we keep spend-
ing what we are spending. 

Mr. BERNANKE. That is correct, so that is why I am here advo-
cating to Congress that Congress take responsible action. 

Mr. PEARCE. You are independent, and you are not indicating 
any discipline, in disciplining us. Thank you, Mr. Chairman. I yield 
back. 

Mr. HENSARLING. The time of the gentleman has expired. The 
Chair now recognizes the gentleman from Colorado, Mr. 
Perlmutter. 

Mr. PERLMUTTER. Thank you. And thank you, Chairman 
Bernanke, for being here, and for staying all this time. I usually 
get to ask questions right at the end. And I appreciate your stam-
ina, really, through this hearing, and through a storm that none 
of us quite understood what was coming. You can always look back 
and say—and I look at Casey Stengel or Yogi Berra who said, 
‘‘Look it up.’’ We can look it up in this monetary report, and we 
can see the storm. You can see where the cliffs were. You can see 
the drop in the employment. You can see the drop in the GDP, and 
I think as we went through this storm, and there are still some 
showers to come, there is no question about that, but we came 
through this storm, and I just want to compliment you for being 
a pretty good captain, one of many, but a pretty good captain in 
all of this. 

But I do have a few questions, and Mr. Pearce just brought up 
something for me. I would like to discuss charts 23 and 24; Chart 
23 is Federal receipts and expenditures, 1991 through 2011; and 
Chart 24 is change in real government expenditures on consump-
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tion investment, 2005 through 2011. So when I look at Chart 23, 
I see a continued reduction in revenue to the Federal Government, 
and I see in part of those spikes, a huge spike in the fall of 2008 
and 2009, as demand for Federal services or services went up, GAP 
being debt accumulated. Would that be a fair statement? 

Mr. BERNANKE. Yes. 
Mr. PERLMUTTER. Okay, and then in 24, as opposed to saying, 

there hasn’t been any effort to rein in experiences, if I read chart 
24 correctly, there has been a reduction, at least based on this 
chart in Federal expenditures. Is that correct? Am I reading it 
right or wrong? 

Mr. BERNANKE. Yes, you are reading it correctly. That is really 
the phasing out of the stimulus in 2009, and then of course, States 
and localities also have been laying off workers and cutting back 
spending. 

Mr. PERLMUTTER. Okay, so let’s talk about what is happening at 
the end of this year. Now, if our goal is to pay down the country’s 
debt, there are two ways to do it. You have more revenue and you 
have less expense, as opposed to what we saw in chart 23, where 
we had less revenue and more expense. So if I am not mistaken, 
you called it a fiscal cliff. I am not sure I would say that. It is the 
Bush tax cuts expire, so revenue increases, and the sequestration 
or the budget cuts kick in, we can start paying down the debt. 
Now, you said that may cause a major contraction. Can you explain 
that? 

Mr. BERNANKE. I don’t think I used those words exactly, but— 
Mr. PERLMUTTER. Okay, so use your own words. I don’t mean to 

put words in your mouth. 
Mr. BERNANKE. I would just cite as my authority the CBO, the 

Congressional Budget Office, has to make projections based on cur-
rent law. So they assumed in their projections that the current law, 
the current expiration of the tax cuts and of the payroll tax relief 
and the sequestration all came into play in 2013, and their eco-
nomic projection based on that was for 1 percent growth and for 
unemployment to begin to rise again. And it is just the usual logic 
that if you cut spending sharply and raise taxes, you are going to 
pull demand out of the economy, and it is going to hurt the recov-
ery. 

Again, it is very important to address these issues in the medium 
to long term, but if it all hits the economy at one time, it would 
be very hard to adjust to that. 

Mr. PERLMUTTER. So I guess what you are saying is that we have 
these two things out there, and if we have the opportunity, both 
sides of the aisle, we ought to be a little more refined or targeted 
as we try to approach paying down the debt. At least that is how 
I am understanding your— 

Mr. BERNANKE. You can get the same pay-down, the same long- 
term benefits, but just a little more gradually, I think. 

Mr. PERLMUTTER. I have a question on page 2 of the report. It 
says, ‘‘Additionally the ECB made a significant injection of euro li-
quidity via its first 3-year refinancing operation and central banks 
agreed to reduce the price of U.S. dollar liquidity based on swap 
lines with the Federal Reserve.’’ What does that mean? 
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Mr. BERNANKE. So, European banks are having trouble raising 
funds. 

Mr. PERLMUTTER. Right. 
Mr. BERNANKE. Most of their funding is in euros. Some of it is 

in dollars. On the euro side, the European Central Bank, which 
controls the supply of euros, has lent a trillion euros for 3 years 
to European banks on a collateralized basis and that has greatly 
reduced the problems that European banks have in raising euro 
funding. The European Central Bank doesn’t control dollars. The 
Federal Reserve controls dollars. In order to get dollars to the Eu-
ropean banks who use it, in turn to make loans to U.S. citizens, 
among other things, the Federal Reserve has swapped dollars for 
euros. We give the European Central Bank dollars, and they give 
us euros. On their recognizance they take the dollars and lend 
them for shorter periods, not 3 years, less than 3 months, to Euro-
pean banks thereby relieving them of their dollar funding prob-
lems. They pay us back with interest, so we don’t lose anything, 
but it helps relieve the funding tensions for European banks. 

Mr. PERLMUTTER. All right, thank you. Thank you, Mr. Chair-
man. 

Mr. HENSARLING. The time of the gentlemen has expired. The 
gentleman from Minnesota, Mr. Ellison, is recognized for the re-
maining time. 

Mr. ELLISON. Thank you, Mr. Chairman. Chairman Bernanke, 
thank you for coming. I just want to know your views on what 
more you think could be done to try to help the housing market get 
back on track? Let me just observe that about 60 percent of all the 
mortgages are either owned or backed by the GSEs, and perhaps 
some people have proposed that we write those down, the ones we 
can write down. And yet, they haven’t been, and there is some re-
sistance to that. 

Is that a feasible solution? And if not, what other ideas do you 
have regarding the housing market, because it seems like that is 
the one persistent thing that is dragging the economy down. It is 
not just construction jobs. It is just the loss of equity. People did 
not—it is the general prevailing sort of diminishment of demand, 
as I see it. So let me hand it over to you. That is actually going 
to be my only question. 

Mr. BERNANKE. As you may know, Congressman, the Federal Re-
serve put out a White Paper recently that had an analytical discus-
sion of a variety of different options without making recommenda-
tions. 

There are a whole range of issues. GSEs have actually addressed 
some of them to some extent. One problem is getting the excess 
supply of housing off the market, so to speak. And one way to do 
that is to convert housing, REO housing, into rental housing. GSEs 
have a pilot program to do that, and we discussed some of the 
issues related to that in our White Paper. 

There is also for us to get rid of dilapidated or uninhabitable 
houses, land banks and similar institutions are a useful tool poten-
tially. We also consider—we have not taken a position, and there 
certainly is no official Fed position on principal reduction, but we 
have looked at various alternatives to foreclosure, including, for ex-
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ample, deed in lieu or short sales, which allow people to get out of 
the house and for the bank to avoid the foreclosure process. 

I guess a final area where we have a good bit of discussion is 
about availability or access to mortgage credit which is now very, 
very tight. And one of our recommendations was that the GSEs 
look at their policies regarding representations and warranties to 
provide greater assurance to originators that their loans would not 
be returned to them. GSEs are looking at that. That is a positive 
development. 

Another way to improve originations is to reduce uncertainty 
about servicing obligations. And between the various agreements 
that have occurred recently in the Fed’s cease-and-desist orders, 
current discussions about national servicing standards and the 
like, I think some of that uncertainty is being removed. So there 
is a whole variety of things that can be done. None of them is a 
silver bullet, but many of them could be helpful. 

Mr. ELLISON. Thank you. 
Thank you, Mr. Chairman. 
Mr. HENSARLING. The time of the gentleman has expired. 
Chairman Bernanke, we thank you for your testimony today. 
The Chair notes that some Members may have additional ques-

tions for Chairman Bernanke, which they may wish to submit in 
writing. Without objection, the hearing record will remain open for 
30 days for Members to submit written questions to Chairman 
Bernanke and to place his responses in the record. This hearing is 
now adjourned. 

[Whereupon, at 1:02 p.m., the hearing was adjourned.] 
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