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P R O C E E D I N G S 

  MR. BAER:  Thank you very much.  So I was 

planning to start since you are still relatively new to 

the Federal Circuit and the board, just to kind of get 

some of your initial impressions.  Also known as tough 

ball questions to get started.  (Laughter)  So this 

first one is sort of an obvious question, I mean, you 

obviously spend a lot of time as an economist and an 

investor watching the Fed.  What do you wish you had 

known back then that you know now for two months? 

  MR. CLARIDA:  I think I would point to a 

couple of things.  The first is the luxury that I had as 

an academic or a Fed watcher was just to sot of focus on 

one aspect of what the Fed does which is setting the 

policy rate and after the policy rate.  You know, now 

that I'm inside the building, I now realize the range of 

other important policy decisions that the Fed has to 

make and in particular, as they involve regulation, 

liquidity in financial markets, the transmission of 

policy.  So there are a lot more moving parts than I 

think appreciated as an academic who just focused on one 

piece of that issue.   

  MR. BAER:  It's actually now that I think 
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about it, I mean, obviously this is a group that is 

attune to bank examination and policy.  So how do you go 

about allocating your time among everybody focuses on 

the monetary policy function, but how much do you spend 

on kind of each and how do you think about that?  

  

  MR. CLARIDA:  Well, as I said I have only been 

on the job for about two months so initially I have been 

spending a lot of time on sort of a non-monetary policy 

issues as I am being briefed and getting aware of a lot 

of the other things that are going on inside the 

building.  My primary focus is and will continue to be 

on the monetary policy piece.  You know, Randy Quarrel 

who as you mentioned earlier is obviously our vice chair 

of supervision but I interact a lot with Randy and his 

staff and of course to understand the transmission for 

policy, I also need to understand the regulation and 

supervision aspects of it as well.    

  MR. BAER:  Right.  Well, actually I was going 

to ask about that.  

  MR. CLARIDA:  Yes.  

  MR. BAER:  You were a vice chairman --  

  MR. CLARIDA:  Yes.  
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  MR. BAER:  -- for supervision.  You were 

unspecified.  I mean, what does it mean to be a vice 

chairman without -- for a particular portfolio in your 

current role? 

  MR. CLARIDA:  Well, the portfolio really is 

working with the chairman and all the other governors 

and really the reserve bank presidents all in the 

process of formulating and communicating our monetary 

policy.  The chair com has asked me to be the chair of 

the subcommittee on Fed communication, that is a 

subcommittee that has been in place for about 15 or 20 

years traditionally chaired by the chairman.  And we 

just announced last week that one of the focuses of the 

FOMC in 2019 will be an assessment of our monetary 

policy strategy communication so I will be really 

focused on that effort.  

  MR. BAER:  Actually you just said a fair 

amount to say about that monetary policy communication 

and, you know, the role the Fed has.  

  MR. CLARIDA:   Yes. 

  MR. BAER:  We, in your remarks today, I mean, 

do you see that as a significant change or does sort of 

the notion of a preset course always been sort of a 
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strawman? 

  MR. CLARIDA:  I think that if you go back and 

of course I was not at the board in 2015.  If you go 

back to the decision to begin raising rates in December 

of 2015, the policy rates had been essentially at zero 

for many, many years and although there were probably a 

range of views on the committee even then about the 

ultimate destination of policy, everyone agreed that it 

was important to get off of zero. 

  So the way I think about this is that as you 

move further away from zero and as you move towards the 

range, the vicinity of (inaudible) to the ultimate 

destination that I just think it is intuitive that you 

need to become more data dependent.  Certainly I would 

not characterize my thinking as monetary policy on a 

preset course and that’s why today I chose to emphasize 

the important of data dependence given where we are 

right now.  

  MR. BAER:  Well, speaking of where we are 

right now, obviously the going rate question is rates.  

  MR. CLARIDA:  Yes.  

  MR. BAER:  So, you know, obviously there are 

concerns on both sides.  
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  MR. CLARIDA:  Yes.  

  MR. BAER:  You know, too soon, too late.  So, 

I mean, how do feel, you know, about -- what are the key 

variables you look at in determining whether you're 

behind the curve or maybe ahead of the curve? 

  MR. CLARIDA:  Sure.  Well, I think you will 

look at several.  First of all, although the Fed focuses 

on two percent inflation, quarterly we also focus on 

inflation expectations and those aren’t perfectly 

measured, there are surveys, there are tips, market and 

I look at wide range of (inaudible) because certainly 

there are going to be shocks to the economy that push 

inflation temporally above or below.  But I really 

focused on inflation expectations not only being 

anchored but at two percent.   

  Also I would also point out that as I did in 

my remarks, you know, the FOMC is asking so full 

employment have been drifting now over time as has the 

absence of (inaudible) so the committee has been in 

process of learning.  These are key inputs to policy but 

they're (inaudible) and so I think in that instance, you 

need to look at a very wide range of not only real but 

financial market data to get a sense of where you are 
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operating relatively to that long run destination.  So I 

would, in myself I think you cast a wide net far beyond 

just looking narrowly at inflation and unemployment.  

  MR. BAER:  So there is also I think reportedly 

a real reconsideration going on at the Fed not just 

about where rates should go and the strategy but 

actually how to effectuate.  

  MR. CLARIDA:  Yes.  

  MR. BAER:  Which gets to the size of the 

balance sheet --  

  MR. CLARIDA:  Yes.  

  MR. BAER:  -- and whether to return to quarter 

system, we have a four system.  Can you talk a little 

bit about that?  That obviously has some implications 

for regulation.  

  MR. CLARIDA:  Yes.  

  MR. BAER:  The liquidity regulation but if you 

could just give us a sense of how all this interactive, 

it would be helpful.  

  MR. CLARIDA:  Great.  So let's talk first 

about the balance sheet and then about the operating 

framework for influencing short term interest rates.  So 

under Chair Yellen's leadership and I said so at the 
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time, I think that the Fed put in place a very effective 

and well communicated plan to frame the balance sheet 

that has been ongoing now for more than a year and it 

has been very well I think internalized and understood 

by the financial markets.  And certainly I believe and I 

think my colleagues believe that we want to operate with 

the smallest balance sheet possible in order to achieve 

and implement our policy objectives. 

  Now that being said, and I'm sure everyone in 

your audience appreciates, we are not going back to the 

size of the balance sheet we had before the crisis.  If 

for no other reason, the demand for currency which is 

one of our primary liabilities is approaching two 

trillion dollars now.  So we are not going back to a 700 

million dollar balance sheet.   

  Separately, of course, and as everyone in this 

room certainly appreciates, is that there have been 

significant changes in financial regulations regards to 

so called high quality liquid assets and liquidity 

coverage ratios and that means that we are going to be 

in a world in which financial intrusion are either going 

to be required or going to want to hold a lot more 

liquid assets and obviously reserves at the Fed are a 
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very desirable liquid asset to meet those obligations.   

  And so the balance sheet continues to shrink 

along the path that the Yellen Fed began and that the 

Powell Fed is continuing.  But I think it is fair to say 

that, you know, we are learning about this system, we 

are learning about the demand for reserves in the system 

as the balance sheet is shrinking.  And that is a 

process that is continuing and will continue into 2019.   

  Now in terms of the way that it interacts with 

other parts of the financial system, right now there are 

obviously abundant excess of reserves and in that 

situation there are -- that the excess supply of 

reserves is going to be an important factor that 

influences a variety of short run policy rates and 

obviously the interest on excess reserves is one of the 

instruments that we use.  

  In my two months at the Fed, you know, we are 

discussing and thinking about the pros and cons of 

different approaches and that’s a process that is 

ongoing.  Right now the current system I believe serves 

us well.  We have good control over the policy rate 

including within that range.   

  MR. BAER:  I guess to some extent that goes 
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back to the first question.  It does seem, I think it 

might have been time that the Fed board supervision of 

monetary policy were more siloed.  

  MR. CLARIDA:  Yes.  

  MR. BAER:  But it sounds like with the 

function of quarters perhaps there is more interaction 

on that front.  

  MR. CLARIDA:  I can't speak to prior to but 

there is a lot of interaction now.  

  MR. BAER:  Yes.  And maybe just one more 

questions in closing.    

MR. CLARIDA:  Yes.  

  MR. BAER:  We really appreciate your coming 

up.  

  MR. CLARIDA:  Of course.  

  MR. BAER:  While they are still eating dinner.  

You know, there has been a lot of talk about recently 

about Fed independence.  

  MR. CLARIDA:  Yes.  

  MR. BAER:  And the importance of that 

independence but I just wanted to know what does that 

mean to you?  What does it mean for the Fed to be 

independent as opposed to perhaps to insolent? 
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  MR. CLARIDA:  Okay.  Well, the Feds mandate is 

provide in statute, the Federal Reserve Act and various 

amendments to it and our mandate is to achieve full 

employment and price stability.  And so as a student of 

monetary history, I understand that not just the Fed but 

around the world that central banks that have a degree 

of independence over selling their instruments achieve 

better outcomes over time.   

  The Fed is accountable, it should be 

accountable, it should communicate wisely on what it is 

doing and so I do believe that our operational 

independence is important.  Now that being said, you 

know, monetary policy is more of an art than a science 

and there can be a range of opinions about the pace and 

destination for policy and I respect that.  But 

certainly, you know, my focus and I'm sure my colleagues 

focus is really on identifying and implementing a 

monetary policy that best achieves those objectives 

given to us by the Congress.  

  MR. BAER:  Okay.  Well, with that thank you.  

It seems we are in good hands.  Thank you so much for 

participating.  (Applause)   
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