Pianalto Says Small Businesses Key to Economic Recovery

Federal Reserve Bank of Cleveland President and CEO Sandra Pianalto told those attending her speech today at the Dayton Chamber of Commerce that a healthy small business sector is critical to the nation’s broader economic recovery.  

Pianalto said the importance of small businesses can’t be overstated, noting that small businesses account for nearly 99 percent of all firms in this country and provide more than half of all private-sector jobs.  She also said the extraordinary measures the Fed has taken to respond to the financial crisis have been aimed at small and large businesses alike.

“As the crisis unfolded, we created and implemented a number of unprecedented programs to provide liquidity to financial markets and to get credit flowing again,” Pianalto said.  “Collectively, these programs were crucial in helping revive the securitization markets, stabilize the housing sector, and extend credit to households and small businesses.”

Still, the small business sector is reeling, and Pianalto says a number of factors are contributing to what she expects will be a slow economic recovery that won’t feel much like a recovery for a while.   

According to Pianalto, small and large businesses alike continue to see lower demand for their products and services and don’t expect a bounce-back in sales for quite some time.  This, in turn, puts businesses in the undesirable position of having to decide whether to maintain or shut idle plants and offices.  In such an environment, firms are being cautious about new hiring and so high unemployment persists, which tends to restrain spending.
On the unemployment front, Pianalto said that while many companies have shed jobs during this recession, what’s keeping the unemployment rate high now is an inability of people who are already out of work to find their way back into the workforce.

Pianalto said, “Our current problem is a lack of job openings. In fact, the job-finding rate now stands at a historic low.”

Pianalto also addressed the concern some have raised about the threat of inflation occurring if the money the Fed has pumped into the economy isn’t withdrawn soon enough.

“This is a concern to keep in mind, but I do not see warning signs of inflation pressures on the horizon,” Pianalto said.  “At the Federal Reserve Bank of Cleveland, we monitor and produce future inflation predictors, and these measures remain at low levels.  We have also worked hard to develop measures of inflation expectations, and those measures also continue to show that financial markets expect inflation rates to remain low over the next five years.”

Pianalto added she’s confident the Fed will have the necessary tools to adjust monetary conditions when the time comes to do so.
