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Selected Quotes

The importance of small businesses in the economic recovery:

“So much of the public’s attention in the wake of the financial crisis has been focused on big business—the turmoil at the big banks, the headlines about companies such as GM or AIG, layoffs at big firms, and so forth—that it’s easy to forget the crucial role that small business plays in economic growth.  I know it comes as no surprise to you that many small businesses are under stress right now.  The Federal Reserve has been actively monitoring this situation, and we have been stepping up efforts to make sure the economic recovery doesn’t leave small businesses behind--because, in truth, we can’t have a full recovery without a healthy small business sector.”

“The importance of small businesses to our economy—especially in the early stages of a recovery—cannot be overstated.  They have generated 64 percent of net new jobs over the past 15 years.  During the initial years following each of the prior two recessions, those in 1990 and 2001, the strongest expansion in employment came from very small firms – those with less than 20 employees.  Collectively, these statistics tell us that small business is in fact big business, and its impact is even greater because it remains one of the most innovative and flexible parts of the economy.”
Why our economic recovery may not feel like one for quite some time:
“While we are likely now in a period of recovery, it doesn’t really feel much like one.  All types of businesses are continuing to see weak levels of demand – in other words, they don’t expect to see a bounce-back in sales for quite a while yet.  This in turn creates excess capacity, which leaves businesses 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 unemployment persists at a high level, which in turn restrains spending.”
“The recovery from the recession may also end up being one of the longest in our history.  In fact, it may take years just to get back to the level of output we enjoyed in 2007, just before the economic crisis began.  Some of you may think I am being too pessimistic.  After all, we saw a strong GDP growth estimate for the fourth quarter of last year—nearly 6 percent at an annual rate.  But I think that figure overstates the underlying strength of our economy right now.” *
Challenges small businesses face in getting loans:

“To get a closer look at why access to credit remains such a challenge for small business, the Federal Reserve Bank of Cleveland has been conducting an extensive outreach program to hear the views of small business owners, community bankers, and other stakeholders.  One complaint we are hearing from small businesses is their difficulty in obtaining or maintaining credit on acceptable terms.  From the perspective of many small businesses, credit is extremely tight.”

“Some businesses are seeking to restructure existing loans because these firms are now finding it difficult to make payments on these loans.  Beyond that challenge, some small businesses are finding their bank may want to change lending terms because the borrower’s collateral is no longer worth what it was before the financial crisis.  From the banker’s perspective, the struggles to make payments and declines in the value of collateral raise alarm bells, and the bank sees more risk than it likes.”
Challenges banks face in lending to small businesses:

“Bankers tell us loan demand is way down, and many companies aren’t fully drawing on existing lines of credit...  Bankers also tell us that in cases where their small business customers do want to borrow, the businesses are simply not in as good shape as they once were—they are either losing money, overextended, or don’t have adequate collateral.  With their own capital positions weakened coming out of the financial crisis, some bankers admit they are having to “button down” on lending standards.  From the bankers’ perspective, there is often more risk than reward out there.”
Unemployment:

“Throughout our economy, unemployment persists as a huge and broad-based problem.  The current official unemployment rate is 9.7 percent—and right here in Dayton, it is 11.8 percent.  Other national calculations that take into account discouraged and underemployed workers—those who have stopped looking for work and those who are working part-time because of poor job-market conditions—run as high as 17 percent.” 

“Clearly, massive layoffs contributed to these large unemployment numbers, and fortunately, layoffs slowed months ago.  Our current problem is a lack of job openings.  In fact, the job-finding rate now stands at a historic low.  Businesses are not creating new jobs very quickly, and where labor utilization is picking up, employers are simply restoring hours that had been previously cut.”
“Labor market conditions are adversely affecting all job seekers.  As you might expect, less-educated people are more likely than college graduates to be unemployed, but surprisingly, the numbers show that once a person becomes unemployed, the likelihood of having a long unemployment spell is virtually the same for both groups. “
The concern about inflation:

“I realize that some people are concerned that if we do not take steps soon to throttle back on the amount of monetary accommodation we have been providing to the economy, our aggressive policy actions could lead to inflation.”

“This is a concern to keep in mind, but I do not see warning signs of inflation pressures on the horizon.  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.”
Unwinding the Fed balance sheet:

“As the economy strengthens, there will eventually come a time when we will have to scale back the degree of policy accommodation.  Because of the unusually large amount of excess reserves we have supplied to the banking system, the Federal Open Market Committee has been discussing the tools and strategies for removing our policy accommodation when the time is appropriate.  I am confident that we have the necessary tools to adjust monetary conditions when the time comes to do so.”
