virtually no homebuyer was highly leveraged; almost all buyers had already
paid at least 20 percent of the purchase price of their home. Hence, even as
prices fell, homeowners were able to "ride out" the storm. Examining
homeownership rates is one small but interesting piece of the puzzle.
Government policy helped buoy the home-ownership rate to historic highs,
and risky lending practices pushed it even higher. Time will tell where the
new equilibrium rate will settle, but signs point to a near end in the decline.

Endnotes

1. Garriga, Carlos. "Lending Standards in Mortgage Markets." National
Economic Trends, May 2009, p. 1. See, May 2009, p. 1. See
[http://research.stlouisfed.org/publications/net/20090501](http://research.st
louisfed.org/publications/net/20090501/cover.pdf) . [. [
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September 25, 2009. Presentation. "Monetary Policy Feedback Rules at the
Zero Lower Bound," (jamesbullardsnbzurichsept25finalpdf) Financial
Markets, Liquidity and Monetary Policy Swiss National Bank Research
Conference Zurich, Switzerland.

Press Release | Related news articles.

St. Louis Fed's Bullard Calls for the Development of Quantitative Rules
for U.S. Monetary Policy That Could Be Implemented in the Current
Environment

ZURICH, Switzerland —

Bullard addressed the “Financial Markets, Liquidity, and Monetary Policy”
research conference that was organized by the Swiss National Bank.



Bullard’s presentation, “Monetary Policy Feedback Rules at the Zero Lower
Bound,” is available on the Bank's [web site](https:/www.stlouisfed.org/-
/media/project/frbstl/stlouisfed/files/pdfs/bullard/remarks/jamesbullardsnb
zurichsept25final.pdf) ..

“The Federal Reserve needs to avoid falling into a low nominal interest rate
trap,” a prolonged environment of low nominal interest rates and possible
deflation, Bullard said. The Fed also “needs to be able to communicate to the
private sector how it intends to react to shocks in the future.”

Prior to December 2008, the Fed communicated its monetary policy via
adjustments in interest rates. But with nominal interest rates currently near
zero, the likely path of the Fed’s monetary policy is unclear to financial
markets, causing additional uncertainty.

“We have spent 20 years refining ideas about interest rate rules and optimal
monetary policy,” Bullard said. “We should now consider quantitative rules
because we are at the zero bound, and may remain there for some time
depending on how the economy performs.”

Bullard noted that while the FOMC had announced its intention to buy up to
$1.75 trillion in asset-backed securities by the first quarter of 2010, “there
has been little indication of how or whether these amounts might be
adjusted given incoming information on economic performance.”

“It is also unclear whether this policy is consistent with price stability,” he
added. “Unclear policy creates uncertainty in financial markets.”

“The key issue is how to think about the asset purchase program,” Bullard
said, adding that the inflationary impact of unwinding the asset purchase
program hinges on the financial markets’ expectations of future policy.

Bullard said that an optimal asset purchase program would:

« be contingent on the state of the economy;

« use a Taylor-type rule that could communicate how purchases would be
adjusted as additional information on the economy becomes available;

« help communicate to markets how the purchase program is consistent



with price stability and sustainable economic growth;
« reduce uncertainty and make the program more effective, and
« assist in pinning down the optimal size of the program.

Bullard stressed that quantitative rules, while perhaps not as “satisfactory”
as interest rate rules, are certainly worthy tools for running monetary policy,
especially in the current environment.

He outlined some of the models and research that have been previously
conducted and their potential applications for today. In general, “these rules
do not recommend the rapid expansion of the monetary base that we have
seen recently,” Bullard said.

“The doubling of the monetary base could be viewed as destabilizing from
the perspective of quantitative rules,” Bullard said. “The asset purchase
program has made the doubling of the monetary base very persistent, as
well as very large.”

In his speech, Bullard also discussed research that suggests the Great
Depression and the Japanese slowdown could have been prevented had
quantitative rules for monetary policy been in place during these periods.
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September 1, 2009. Article. "Systemic Risk and the Financial Crisis: A
Primer," (bullardpdf) with Christopher J. Neely and David C. Wheelock,
Federal Reserve Bank of St. Louis Review, September/October 2009, 91(5,
Part 1), pp. 403-17.

August 27, 2009. Speech. "The State of the US Economy," delivered at the
University of Arkansas, Little Rock Arkansas.

Press Release.

St. Louis Fed President Bullard "Cautiously Optimistic" the Worst Is Over

LITTLE ROCK, Ark. — St. Louis Fed President James Bullard said Thursday
that he remains "cautiously optimistic" that the worst of the economic crisis
has passed.

"Recent data suggest the economy is stabilizing, and there should be positive
economic growth in the second half of 2009," Bullard said during an
economic outlook presentation at the College of Business at the University of
Arkansas-Little Rock.

Bullard cited several key economic indicators that have recently shown signs
of improvement, including real personal consumption expenditures, which
are showing signs of leveling out. However, he noted that any recovery in
household spending will be slow and gradual.

Bullard also pointed to recent housing data that indicates this sector is
nearing a bottom and to recent employment figures that are showing
smaller declines, although the labor market is expected to remain weak. The
turmoil in the financial markets also seems to be abating, although
conditions have not yet gone back to pre-crisis levels.

Another positive sign is improved economic growth in other countries,
Bullard said.



