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influence the availability and cost of money and credit. Because the expectations of market participants play
an important role in determining prices and economic growth, monetary policy can also be defined to include
the directives, policies, statements, and actions of the Fed that influence future perceptions. Traditionally, the
Fed has implemented monetary policy primarily through open market operations involving the purchase and
sale of U.S. Treasury securities. The Fed traditionally conducts open market operations by setting a target for
the federal funds rate, the rate at which banks borrow and lend reserves on an overnight basis. Beginning in
September 2007, in a series of 10 moves, the federal funds target was reduced from 5.25 to a range of 0 to 0.25
on December 16, 2008, where it has remained since. With the federal funds target at this zero lower bound, the
Fed attempted to provide additional stimulus through unconventional policies. It provided forward guidance on
its expectations for future rates, announcing that it anticipates that, even after employment and inflation are
near mandate-consistent levels, economic conditions may, for some time, warrant keeping the target federal
funds rate below levels the Committee views as normal in the longer run. The Fed also added monetary
stimulus through unsterilized purchases of Treasury and mortgage-backed securities (MBS), a practice
popularly referred to as quantitative easing (QE). Between 2009 and 2014, the Fed undertook three rounds of
QE. The third round was completed in October 2014, at which point the Fed s balance sheet was $4.5 trillion-five
times its precrisis size. In September 2014, the Fed announced plans for normalizing monetary...
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