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Introduction 

Chairman William C. Dudley 

 

Good afternoon everybody, if you could please take your seats. So welcome to the 449th meeting 

of the Economic Club of New York in our 108th year. I’m Bill Dudley. I’m the Chair of 

Economic Club of New York and also the President of the Federal Reserve Bank of New York. 

As you all know, the Economic Club of New York is the nation’s leading nonpartisan forum for 

economic policy speeches. We’ve had more than 1,000 guest speakers over the last century 

establishing a very strong tradition of excellence. I also want to recognize and thank the 229 

members of the Centennial Society. They’ve made an extraordinary contribution to ensure the 

financial stability of the club. Their names are in your program. I also want to welcome, we have 

a number of students here today from SUNY-Purchase, Yeshiva, Western Connecticut 

University. Tickets made possible by our members. So welcome. Also Jerry Speyer, former 

trustee, is hosting a table of students from Columbia College and Columbia Business School.   

 

So it’s my great pleasure to welcome back to the Economic Club of New York, Ben Bernanke, 

my former colleague and partner in a lot of interesting stuff during the financial crisis, and my 

friend. Ben, as you know, is currently a Distinguished Fellow at the Economic Studies Program 

at Brookings, but more importantly he was the Chair of the Federal Reserve during probably the 

most interesting period we’ve had in the last 60 or 70 years. He was Chair between 2006 and 

2014. During that period, Ben led the Federal Reserve System through the worst financial crisis 
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since the Great Depression. And through his extraordinary leadership, he helped avert the 

collapse of the financial system and the economic calamity that would have resulted if that had 

actually taken place. 

 

As Winston Churchill once remarked, there seldom is good and great found in the same person, 

but I think Ben Bernanke is an exception to that. A good man committed to public service, a 

great colleague, someone of integrity, who everyone has great trust in, a great man because of 

the leadership he showed during his tenure as chair and the expertise he brought to bear to 

confront what were at the time really unimaginable problems. Dr. Bernanke recently published a 

book – you’ll find it on your chair – The Courage to Act, that focuses on this period of the 

financial crisis. He’ll be interviewed by Alan Blinder, a member of the club, and a former 

colleague of Ben’s at Princeton University.  

 

When I thought about who should interview Ben, Alan’s name immediately jumped to mind. I 

believe the book, After the Music Stopped, is the best third person account of the financial crisis 

written to date. And as former Vice Chairman of the Board of Governors, Alan is particularly 

well suited to his role today. So gentlemen, if you’ll begin your conversation. Thank you. 

(Applause) 
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INTERVIEW WITH THE HONORABLE BEN BERNANKE 

 

ALAN BLINDER: Thank you. Glad to. And welcome everybody. Ben and I are doing without 

food. You’re allowed to eat. I wanted to start this off, this is not yet a question, but it will be 

shortly, with a quotation from the book which I’ve already quoted to my students and plan to 

quote early and often. It’s sort of emblematic of how monetary policy has changed. By the way, 

this appears on page 498 so you know I’ve read the whole book.  

 

THE HONORABLE BEN BERNANKE: You might have started at 497. 

 

ALAN BLINDER: No, no, I didn’t. Monetary policy is 98% talk and 2% action.  

 

THE HONORABLE BEN BERNANKE: Very true.  

 

ALAN BLINDER: So we’re going to do the talk part here. The first question I’d like to ask you, 

Ben, is this. You served on the Montgomery School Board in New Jersey, you chaired the 

Economics Department at Princeton University, and you ran the Federal Open Market 

Committee. Which was the hardest to manage? (Laughter) 

 

THE HONORABLE BEN BERNANKE: Well, the Economics Department by far. You know we 

had 50 prima donnas, you know, and you had to control them. No, actually, when I first went to 
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Washington and I was interviewed by President Bush in the Oval Office for being appointed to 

the Member of the Board of Governors, he asked me what my political experience was. And I 

said, well, I’ve done two terms on the Montgomery Township, New Jersey Board of Education. 

And he said, well, that’s terrific, and that was basically all the background I needed. (Laughter) 

Boards of Education are cool because, you know, in our case we were building schools. And so 

when you have people on the one hand caring about their kids, on the other hand, caring about 

their taxes, boy, there’s nothing more incendiary than that. And then, of course, seriously being 

the Chair of the Economics Department which is kind of a primus inter pares kind of position, 

was actually good training for the FOMC because you’ve got a bunch of people who you can’t 

tell them what to do, you’ve got to persuade them, you’ve got to develop a consensus, you’ve got 

to be collegial, and that was how I tried to run the FOMC. 

 

ALAN BLINDER: Good. One of the most surprising things to me was to read, you say pretty 

early in the book, “from the start I focused on the political aspects of the job” which surprised 

me. So could you explain that a little, both the why of it and the how of it? 

 

THE HONORABLE BEN BERNANKE: Well, I was actually surprised, you know, when I 

thought about being on the Fed and even becoming chairman, I thought a lot about the 

economics and the issues among monetary policy and so on. But, you know, the Fed is in 

Washington and it’s part of the political milieu there. It’s, I think, particularly important for a 

powerful institution which is led by unelected leaders to be accountable and open and willing to 
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explain what it’s doing. And I found, you know, frequently that I was, I spent a lot of time, I 

spent about a quarter to a third of my time, I think, either talking to Congress people, having 

lunch or dinner, testifying, talking to people in the administration, just basically trying to keep 

the lines of communication open. It wasn’t politicking in the sense of, you know, working for 

some bill to be passed. It was more about talking about what the Fed was doing and trying to 

keep people on board. 

 

ALAN BLINDER: A little more concretely than that, but on the same theme, during the lengthy 

debate over what eventually became the Dodd-Frank Act, there were, as I’m sure you remember 

very well, a slew of suggested provisions that were hostile to the Fed in one way or another. You 

quote Chris Dodd as saying; this is a quote from your book. Sorry, this is Dodd’s words quoted 

by you. “Giving the Fed more responsibility is like a parent giving his son a bigger, faster car 

after he crashed the family station wagon.”  

 

THE HONORABLE BEN BERNANKE: That’s what he said. 

 

ALAN BLINDER: That suggests an attitude. And he’s the Chairman of the Banking Committee 

in the Senate. And yet, the non-political Fed led by a political neophyte from Princeton 

University managed to win almost everything in that process and emerged under Dodd-Frank 

more powerful than it ever was before. So how did you pull that off? 
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THE HONORABLE BEN BERNANKE: Truth and justice.  

 

ALAN BLINDER: Come on, you have to give a more believable answer than that. 

 

THE HONORABLE BEN BERNANKE: Alright, so in this particular case what was at stake was 

that the Fed, of course, makes monetary policy but it also does a lot of financial regulation – 

oversees bank holding companies and, you know, it was proposed by the Treasury that we would 

be looking also at systemically important firms including some insurance companies and the like. 

What Dodd, and to some extent his Republican counterpart, Shelby, wanted to do was to strip the 

Fed of all regulatory authority except for, all authority except for making monetary policy. And 

that was just substantively a really bad idea and I tried to make that case extensively in that, you 

know, we needed to have an institution in Washington that was paying attention to broad 

financial stability issues. And the only institution that had that expertise was the Fed, and if you 

took the Fed completely out of financial regulation, you were going to lose a lot of the capacity 

that the government had to deal with financial instability. So substantively I think we had a good 

case. And I made that case, I explained to many people, both in public and in private, that taking 

the Fed out of financial regulation would take away one of our strongest bulwarks against future 

crises. And indeed around the world, if you look around the world, we were seeing that the Bank 

of England was gaining authorities, the ECB was gaining authorities, the people were pushing 

back towards giving central banks more authority. So that was the substance, that was the truth 

and justice part. That was at least 10%. Okay, now the rest of it... 
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ALAN BLINDER: You’ve persuaded me at this point. Now you’ve got to persuade the 

politicians. 

 

THE HONORABLE BEN BERNANKE: But, no, I think that was important. And it helped a lot 

that the Treasury, the administration, bought into that point of view and Tim Geithner, who was 

a Fed alum, was the Secretary of the Treasury, and he was, you know, very much supporting 

that. And so, allies of the administration were obviously paying attention to that argument. In 

fact, I think it was in a meeting at the Oval Office where President Obama essentially persuaded 

Dodd that the Fed needed to have at least oversight of the biggest banks. So the Treasury, the 

administration, was important. And the truth be told, there was a lot of concern by the reserve 

bank presidents around the country. As people probably know, the Fed has, the Board is in 

Washington but there are twelve reserve banks around the country and each one represents a 

district within the country. And the reserve banks are responsible for the supervision of banks 

within their district, although the rules get made in Washington. And if the Fed, from an 

institutional point of view, if the Fed had lost all this authority, then basically the reason for 

existing of many of these reserve banks would have pretty much disappeared. And so for them, it 

was kind of an existential issue that they needed to retain those authorities. So in this case, the 

truth and justice and the political interests aligned. And we got a lot of help from reserve bank 

presidents – Tom Hoenig is an example, and others – who did have local contacts, local 

influence, they had boards as you know and those boards were influential citizens and they had 
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connections with local politicians and the like. So putting it all together, between making the 

argument, making the case, getting support from the administration and getting really national 

support from the reserve banks and their various contacts, it all came together. And again, I’m 

very grateful that it did because, as I said, I thought that taking the Fed out of financial oversight 

would have been a really big mistake. 

 

ALAN BLINDER: So the short answer is the merits won out.  

 

THE HONORABLE BEN BERNANKE: Well, they did with a little assistance, and that’s what 

you can always hope for in Washington. 

 

ALAN BLINDER: And don’t often get. That was me speaking, not you. I was going to ask this 

later, but it’s right to the point you just mentioned. You point out that the boards of these reserve 

banks constitute, and this is a quote from your book, “a rare example of a small group of private 

citizens helping to choose an official who wields government power” meaning the reserve bank 

presidents. That’s sort of, I don’t want to put words in your mouth, was that meant to be a 

suggestion to change the system? 

 

THE HONORABLE BEN BERNANKE: No. It was just an observation. It is an unusual 

structure. It has, it has drawbacks. And I think that the question of, you know, how that process 

works is an open question. It has also very important advantages as you know having been on the 
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board. It gives the Fed a grassroots connection that otherwise we wouldn’t have. And it’s not 

only useful politically, which is why Woodrow Wilson in 1913 created the structure that way, 

but it also is a useful conduit for getting information about the economy and hearing, you know, 

more broadly from around the country what’s really going on. So I, no, I’m not advocating any 

change. I think that it’s an area that, you know, people could talk about. It’s certainly worth 

talking about. But I think as structured, that the Fed has made good use of that structure, and it’s 

been very helpful in terms of maintaining our connection, the Fed’s connection to the grassroots. 

 

ALAN BLINDER: I want to come back to Dodd-Frank, that was kind of a diversion. The one 

loss that the Fed took out of all, you only mentioned one, pulling the Fed out of bank sup and 

reg, but there were a whole bunch of other things on the table at that time. And the one loss the 

Fed suffered in Dodd-Frank was the restrictions on its Section 13(3) emergency lending powers 

which were changed in the act. Many financial people and economists have said to me, and I’m 

sure have said to you, that they worry about this because it weakens our defenses the next time 

something horrible might happen. And yet I found you writing, this was another surprise to me, 

by the way on page 464, that this was one authority I was happy to lose. So could you explain 

that? 

 

THE HONORABLE BEN BERNANKE: Yes, just a moment of correction, we did actually lose 

the consumer protection authority. That was a pretty big change. But going back to this, so yes, 

the 13(3) authority was the emergency lending authority that the Fed invoked in a lot of cases, 
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both to do broad-based lending programs like the TAF and the PDCF and others that were loans 

to banks or to primary dealers of the various markets like the commercial paper markets. So we 

used it in that context. But we also used it in the individual rescues of particularly AIG and Bear 

Stearns. And what happened in Dodd-Frank was that the authority to lend to an individual firm, 

particularly one that was insolvent or on the brink of insolvency, was taken away from the Fed. 

What was left to the Fed was the ability to lend on a broad-based, in a broad-based way to a 

whole group of firms or a whole group of markets. So, the reason I was happy that that was taken 

away was because it was part of a trade. It was a deal. The Fed lost this authority, but in 

exchange the Congress passed the provision of the so-called Orderly Liquidation Authority, the 

OLA, which is a set of rules and procedures whereby the Fed and the FDIC could, in a more 

orderly way wind down a failing firm, a Lehman or a Bear Stearns, without having to do these 

kinds of ad hoc interventions on the one hand. But also, on the other hand, in a way that wouldn’t 

be so destructive to the financial system. And so, putting, creating a more organized, pre-

approved system for dealing with these kinds of situations struck me as being a good deal, you 

know, in exchange for losing that ability to lend to a specific firm that was in extremis. I guess I 

want to add, though, there’s discussion in Congress now about going further. In particular, taking 

away the ability to do the broad-based lending which would be a colossal mistake because being 

the lender of last resort to the financial system is what the Fed was created for. That was the 

purpose of central banks for hundreds of years. And taking that away without replacing it 

somehow would be taking away really the single most important tool we have to fight financial 

panics.  
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ALAN BLINDER: Absolutely. If there are any members of Congress in the audience, I hope you 

heard that. I think there aren’t any. Who knows? I was going to ask you about the Orderly 

Liquidation Authority a little later, but since you brought it up now, from what you’re answering 

it sounds to me – and correct me if I’m wrong – that you’re kind of envisioning that the Federal 

Reserve might make a bridge loan to the Lehman-II, whatever it might be, as part of the Orderly 

Liquidation Authority, and therefore it could, in a way, do what Section 13(3)...is that right? 

 

THE HONORABLE BEN BERNANKE: Well, I would be very careful about, no, there’s very 

strict rules about what can be done and under what circumstances.  

 

ALAN BLINDER: Right, but there’ll be some bridging of some kind. 

 

THE HONORABLE BEN BERNANKE: Yes, but the Treasury can be part of that as well. I 

mean the key thing is that the FDIC, which has taken the lead on this, by the way, has developed 

a methodology called the Single Point of Entry, which basically means that where the 

government enters is at the holding company level. And the assets and profits of the holding 

company are down-streamed to the subsidiaries in a way trying to preserve the integrity of the 

subsidiaries and everything is concentrated, the losses are concentrated at the holding company. 

So it’s that structural approach that makes it more feasible. And presumably if that works, you 

wouldn’t need any kind of, you know, bridge lending or anything. You have a set of rules 
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already under the Orderly Liquidation Authority that allows the FDIC to do sort of bridge 

lending as necessary.  

 

ALAN BLINDER: So you believe that’s at least possible that you could, you could engineer 

something like that without a central bank loan? 

 

THE HONORABLE BEN BERNANKE: Yes, I think so, yes. 

 

ALAN BLINDER: Okay, so now I’m going to put you on the hot seat for a few minutes over an 

issue you knew would come up which is the Lehman decision. You and I have discussed this a 

few times and you’ve discussed it with many other people and you deal with it extensively in the 

book. So I want to try to make this question relatively pointed and it’s a little bit lengthy only 

because I’m going to quote several things you wrote in the book. The question itself is very 

short. You write quite correctly that Lehman’s assets were hard to value, probably worth less 

than the liabilities, and that, and this is a quote, “even when invoking our 13(3) emergency 

authority, we were required to lend against adequate collateral.” All of that is true, though, by the 

way, the Fed was the judge of what’s adequate collateral. Yet in the case of Bear Stearns, you 

write the following, and this is again a quote. “Our judgment about asset values was founded on 

our confidence that we would be able to stabilize the financial system. If we succeeded, the value 

of the assets we were lending against should ultimately be sufficient. If we did not succeed, the 

outcome was uncertain.” And I won’t read it, there’s a similar quote about AIG’s collateral. So 
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the question is why didn’t that argument apply to Lehman? 

 

THE HONORABLE BEN BERNANKE: It didn’t apply, the contrast between Bear Stearns and 

Lehman is very instructive. Bear Stearns was acquired by a bigger, stronger firm, J.P. Morgan. 

And what we did was we agreed to lend against a group, a set of risky assets which were 

negotiated. You know, exactly what was going to be in that group was something to be worked 

through to make sure the Fed was protected. So anyway, the key to Bear Stearns was that it was 

being taken over by a bigger, stronger firm that could guarantee its liabilities and therefore end 

the panic and the run and provide reasonable assurance that the company would continue as a 

going viable concern and therefore would stay in business. And therefore, if you were a customer 

of Bear Stearns or a counter-party of Bear Stearns you would be reassured and you’d be willing 

to continue to do business and the company could survive. So that’s what happened with Bear 

Stearns. In the case of Lehman, there were many differences, but a critical one was that we were 

unable to make the same strategy work. We, as you know very well, we had two potential buyers 

– Bank of America and Barclays. And for various reasons both of them said we’re not going to, 

under no circumstances are we going to buy, are we able or are we going to buy the company. 

And so the company had nobody to guarantee its liabilities, to give any kind of assurance that it 

was going to be a going concern. And moreover, it is the case that even in recovery; Lehman’s 

assets have not proved sufficient to pay off its creditors. So the way I heard it from New York, 

and I was in Washington that weekend, was there’s a huge run going on. If we lend, nobody has 

any confidence this company can survive. If we lend, all that’s going to happen is that we’re 
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going to bail out a few lucky people who are getting out and we’ll end up with bad assets and the 

company is going to fail anyway. So it wasn’t really a legal determination, it was a feasibility 

determination. So anyway, I talk about this a lot in the book. All I can say is, I mean we can 

second-guess all you want, but all I can say is that my understanding on that Sunday was that 

there was no way – it wasn’t a question of should we or shouldn’t we – that there was no feasible 

way to save the company and we were very aware – I think if anything it turned out to be a 

worse disaster even than we expected – but we were very aware that the danger to the system 

was great. 

 

ALAN BLINDER: The AIG case was not, there was no, you say something in the book, I 

remember, and it was obviously that nobody was big enough to buy AIG, so that was different. 

But the same argument appears in your book saying if this all works out, the assets will be worth 

this amount. If it doesn’t, they’ll be worth this amount. And that’s what I’m driving at about 

Lehman. 

 

THE HONORABLE BEN BERNANKE: So AIG was different in a different way, which was 

that, AIG was different in that there was a holding company where the bad investments were 

going. There was a financial, you know, products division in the holding company that was 

making all the bad investments. That’s where all the money was being lost, and that’s where the 

money was owed. But this holding company, if it had been a stand-alone company that would 

have been analogous to Lehman, if it had been a stand-alone company, it would have been 
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hopeless, absolutely hopeless. But the AIG holding company, of course, owned a larger number 

of stand-alone, stable, at least we thought, it turned out not as stable as we thought, but at the 

time we believed those companies to be stable insurance companies that were going to make 

profits and were not engaged in the, you know, loss making and would not lose all their 

customers just because the holding company was having problems. And so we decided that the 

subsidiaries of AIG would prove to be adequate collateral and we, in fact, proved right, except 

that, I would say this, that as it turned out, it’d be arguably, our judgment was wrong in that we 

had to restructure the deal and then we had to put TARP capital into the company. That company 

took $70 billion of TARP capital, 10% of the entire total. So it turned out to be actually a very 

tough case. But at the time, when we were making the decision, we felt that there was a way to 

save the company that was consistent with our authorities and that we hoped would work, we 

thought had a reasonable chance to work. And so that was the difference.  

 

ALAN BLINDER: One more question about Lehman. I’d like you to react to the following 

quotation. These are not your words. You may be able to guess whose words they are, but that’s, 

I don’t care if you guess or not. They’re not your words. “According to one piece of folk 

wisdom, market participants can make money playing by any set of rules as long as they know 

what the rules are. The Lehman decision abruptly and surprisingly tore the perceived rule book 

into pieces and tossed it out the window. Market participants were thus cut adrift, no longer 

knowing what game they were playing. That’s a formula for panic.” Could you react to that? 
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THE HONORABLE BEN BERNANKE: I don’t disagree with it. I mean the Lehman failure, 

which again was not a decision – this person evidently thought it was something we chose to do 

– we didn’t choose to do it, it was unavoidable – the Lehman failure followed by the AIG 

bailout, I mean there was a similar reaction to that. What’s going on? What’s the system here? 

The problem was that we didn’t have a set of tools and we were winging it basically with 

whatever tools we had. We were able to save Bear Stearns. We were able to save AIG. We tried 

like hell to save Lehman. We were unable to do it. So the inconsistency came from differences in 

circumstances, differences in tools, and the fact that we didn’t have a systematic way to deal with 

it. And that’s why, beginning of our conversation, that’s why having this liquidation authority 

which Congress has approved and can be used, could have been used in any of those three cases, 

provides a systematic set of rules that now everybody understands and that in the future – even if 

it’s not perfect – even if there’s still a lot of disruption caused by a failure, at least now there will 

be a well-determined set of rules and a well-determined set of procedures. And I think that’s got 

to be, I agree, that’s got to be better. We were trying to be consistent but we just didn’t have the 

fire power. 

 

ALAN BLINDER: Okay, I want to switch, let’s leave that and go to after the crisis, so the 

questions get a lot easier. (Laughter) In the summer of 2009, which was just months after the 

worst had passed, you were already writing, speaking, and testifying about the Fed’s exit strategy 

back in summer of 2009. To some of us at the time, that looked a little bit premature. So was this 

just done to placate the hawks? 

 



The Economic Club of New York – Ben Bernanke – November 18, 2015                          Page 17  
 

 

THE HONORABLE BEN BERNANKE: Yes.  

 

ALAN BLINDER: Okay. 

 

THE HONORABLE BEN BERNANKE: That’s all it was. (Laughter) I mean seriously, I mean 

seriously if you’re going to go into a cave, you’ve better leave some crumbs behind you, right? 

So before we were going to, as we were discussing, you know, these big quantitative easing 

programs that involved buying hundreds of billions of dollars of securities, it was important, both 

for the hawks and for everybody around the table, but also for the markets and for the public that 

they understand that there was a way out, that we knew how we were going to get out of it and 

that it was a temporary process and that ultimately we would reverse that. As the transcripts of 

the meeting show, and as I talk about in my book, I had no illusion in 2009 or 2010 that we were 

about to reverse that. If anything, I thought that we should concern ourselves more about what 

other tools we could develop if the situation didn’t improve. And, of course, we ended up doing 

several more rounds.  

 

ALAN BLINDER: Yes, sure did. Okay, good. That was the crispest answer you ever got from a 

current or former Fed chair. So thanks. On page 180 and elsewhere you talk about an issue that 

still seems to plague the Fed. This is the quote. “I saw the public airing of differences among 

FOMC participants as generally helpful, despite complaints that free speech sometimes creates 
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cacophony. But I also knew that a decisive and clear message would be needed at times.” Now, 

without naming names, could you just talk a little bit about how you see the cacophony problem 

and especially what the chair of the Fed can or cannot do about it? 

 

THE HONORABLE BEN BERNANKE: Well, so first, the chair cannot do too much. So what is 

the cacophony problem? Not everybody is as close Fed watchers as you and I are. There are 19 

people who sit around the FOMC table – seven, when it’s full, the seven members of the board, 

and the 12 reserve bank presidents. And they’re all, at least to some extent, independent 

policymakers. They’re not working for the chair, as you know. And they each have their own 

views and they can go out and express those views and sometimes there’s complaints from, 

particularly from market participants that there’s just too much noise and too many different 

views and we don’t understand what the Fed is going to do. And I think under most 

circumstances that’s really an acceptable cost because, as I talked about it actually in a blog post 

last week, there are a number of other functions of this talking besides just giving signals to 

markets. The other functions include having a public debate and bringing the issues that the Fed 

is talking about out into the public to get input from economists and media and others who are 

interested in these issues. It’s also very important for transparency so that Congress and the 

public can see what the debate is. And in particular, it’s important for people to know that the 

Fed is looking at a range of views. So if you happen to be, this is speaking very hypothetically, 

suppose you were an extreme hawk in Congress, at least you would know that there was, even if 

you weren’t happy with the FOMC’s decisions, you would know that there was somebody on the 
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committee who was representing your viewpoint. And so it wasn’t a question of group-think or 

certain viewpoints not being included. So as a general matter, I think having that debate in public 

is good for transparency. It’s good for getting good decision-making. Sometimes it’s not very 

good for signaling to markets what policy is about, what it’s trying to do. Again, normally I think 

you can deal with that cost but under certain circumstances, I think that the cost of cloudy or 

muddy communication is too high. Particularly during the crisis, there were times when markets 

just really needed reassurance about the Fed’s willingness to do what it took – to use Mario 

Draghi’s phrase – and so in those types of circumstances I think the chair occasionally at least, 

not always, but occasionally can step up and say here’s what we’re going to do. And in those 

cases, I think it is important to have a single voice, but that’s not the normal circumstance.  

 

ALAN BLINDER: Right, but you could, just paraphrasing what you said, when you felt it was 

necessary, you felt you could do it by kind of moral suasion of the rest.  

 

THE HONORABLE BEN BERNANKE: Yes, well, part of the benefit of taking a kind of 

collegial approach most of the time and listening to people’s views and having lengthy 

discussions at the FOMC meetings, Betsy Duke once said she would vote for inflation targets 

under one condition, that we never ever have another discussion of inflation targets at the FOMC 

meetings. So we had endless discussions of all these issues. And so, by building up consensus 

and by taking a collegial viewpoint and hearing everybody’s views, I think you built a certain 

amount of capital so if the time came that rapid action was necessary and full consultation and 
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deliberation was not possible, that you would get the benefit of the doubt. So I thought that was 

one of the benefits of taking this approach, and within reason, there are times when you do have 

to move more quickly. 

 

ALAN BLINDER: Okay, I’d like to ask, how am I doing on the clock, good?  

 

CHAIRMAN WILLIAM C. DUDLEY: You have four or five minutes. 

 

ALAN BLINDER: Okay. I’d like to ask a very broad question. It’s sort of in three parts, but it’s 

one question really, and it’s this: Unconventional monetary policy at the Fed has meant basically 

three things – at some other central banks, it’s meant some other things – interest rates near zero, 

an extremely large balance sheet including non-Treasury assets, and a great deal of forward 

guidance, which the Fed had never really done before, leading eventually to the dots diagram. 

But there were many, I don’t have to tell you, there were many iterations, and the Fed is still 

working on that, on forward guidance. So my question is this. Do you think exit, so going – 

normalization the Fed likes to call it, everybody else calls it exit – should mean or needs to mean 

getting rid of all of these three categories of things? Or might some aspects of what was brought 

in under the title unconventional monetary policy be good ideas to keep in the Fed’s toolkit more 

or less forever? You know, nothing’s forever, but... 

 

THE HONORABLE BEN BERNANKE: Well, I think they have to be in the toolkit. And I 
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talked, as you know, when I became a governor in 2002, way before any of this happened; I gave 

a speech that laid out some of these things. And these are all things that are there if the 

emergency occurs and you have to break the glass. But under normal circumstances, you would 

have – to talk about your three things – first of all, you wouldn’t have zero short-term interest 

rates. That’s the first thing. And the Fed is obviously talking about raising rates and it has 

various tools to do that. Secondly, on the communication, I think that under more normal 

circumstances, the communication can consist of much less explicit forward guidance. Instead, 

the framework is one where the Fed announces its targets. It talks about 2% inflation. It talks 

about what the natural rate of unemployment is. It provides forecasts. And basically, what it’s 

doing, the guidances of the forum, we’re going to, given our forecast we’re going to do what we 

need to do to reach our targets. And that’s basically the approach that central banks around the 

world have been using for some time. And I think under most circumstances, particularly when 

you’re away from zero, that’s going to be adequate. So you won’t have to be doing things like 

giving trigger points for unemployment rates and those sorts of things. So I think that will 

normalize.  

 

ALAN BLINDER: Let me stop you on that, and then take up the balance sheet. As you well 

know, a fair number – not the majority – of central banks around the world, many even before 

the crisis, were giving extremely explicit guidance, diagrams, numbers, about what they thought, 

say the overnight bank rate, would be over a protracted period of time, something the Fed then 

started doing only in the crisis. But for those other central banks, that was kind of normal 
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operating procedure. So I was reading you to say you don’t think that would be a good idea. 

Correct me if I’m wrong. I’m reading you to say you don’t think it would be a good idea for the 

Fed to make it part of its normal operating procedures. 

 

THE HONORABLE BEN BERNANKE: No, I don’t think the Fed is going to take back any of 

its quarterly survey of economic projections. I think that will be there. And I think if you look at 

the Bank of England, which is an inflation-targeting central bank and has an inflation goal, as 

you say it puts out estimates of where the rates are going to go and that’s what the Fed is doing, 

kind of mimicking that general approach, and I think that will still be there.  

 

ALAN BLINDER: So we’ll keep that. 

 

THE HONORABLE BEN BERNANKE: We’ll keep that. That’s part of the overall inflation-

targeting type of approach. So I think that would be kept. What would not be there would be 

statements by the FOMC saying we don’t think rates will need to be raised until 2014 or 

something like that because that’s not necessary if you are away from zero and you have a set of 

well-defined goals and you explain your outlook. Finally, on the balance sheet I think, I would 

point out that the Fed’s balance sheet now is sort of internationally normal. Relative to the size of 

GDP, it’s about the same as the Bank of England, the same size as the European Central Bank. 

It’s about a third the size of the Bank of Japan’s balance sheet. So I think actually... 
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ALAN BLINDER: The world blew up during the crisis. 

 

THE HONORABLE BEN BERNANKE: No, not, certainly not the ECB. But in any case, in any 

case, so I think actually given the tools that have been developed, the Fed could leave the 

balance sheet where it is and that would not be a problem. But they’ve been very clear and my 

colleague, Bill Dudley, you know, has spoken about this among others, that once the 

normalization process is underway, that the Fed is going to allow the balance sheet to begin to 

run off as securities mature and ultimately go back to something more comparable to the pre-

crisis size and the related operating procedures that go with that. So that’s the choice they’ve 

made. It isn’t a necessary choice. But one advantage of it, I guess, is that some future Fed, if they 

ever face a zero interest problem again, that would be there. But there are also other tools, I 

should add, I mean negative interest rates, a whole bunch of things that you can look at. But 

given that interest rates are very low and the risk of hitting zero is not trivial – at some time in 

the future it may happen again – the Fed, at that time would have to debate anew which of these 

extraordinary tools to use. But under normal circumstances, I think it would be, short-term 

interest rates would be the main tool, the balance sheet would be normalized, and communication 

would proceed through targets and forecasts.  

 

ALAN BLINDER: Ben, I want to thank you very much for coming here and sharing your 

thoughts so frankly with us, and especially thank you for bringing our country back from what 

really was an abyss back in the bad old days, and your place in history is assured. Thank you. 
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(Applause) 

 

CHAIRMAN WILLIAM C. DUDLEY: And using the prerogative of the chair, I’m going to get 

the last word. The toolkit is a lot, we’ve got a lot more tools in the toolkit than we did in 2007.  

 

THE HONORABLE BEN BERNANKE: You’re making people nervous. 

 

CHAIRMAN WILLIAM C. DUDLEY: If we do have a financial crisis again, we’re in better 

shape. Our next event is going to be Friday, December 4. Mario Draghi, President of the ECB, 

will address the club on that date. I hope you can attend. Thank you. Enjoy your lunch. 

(Applause) 

 

 

 


